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To our Stockholders L=,
We began 2002 with emergence from a complicated and difficult [R=51202

bankruptcy. An important aspect of our plan of reorganization was the
conversion of a significant amount of pre-petition indebtedness into Pioneer
common stock. Despite this reduced debt load, our operations in the first
part of the year were deeply troubled. Market prices for our products were
at cyclical lows, and problems that arose due to our exposure to Western
electric markets resulted in massive derivatives claims that threatened our
balance sheet and our operations. V

In this difficult environment, your management team executed several
difficult steps to address the problems we faced. As we developed and
executed these maneuvers, we came to understand the core strength of our
company. We are not just a chlor-alkali manufacturer: we are a company
whose people produce chlorine, caustic soda and related products. Our
people are the strength and future of this company. It is the employees of
Pioneer that uphold and enforce our safety and environmental standards. It
is the employees of Pioneer that produce our product and respond to our
customers. It is the employees of Pioneer that represent the future of our
company and their dedication and expertise provide us with optimism that
the best days are ahead for Pioneer.

Our dedicated employees joined with your management team early last year
to implement and endure several difficult cutbacks in capacity and
compensation. We idled our Tacoma, Washington facility early in the year,
eliminated jobs and implemented painful reductions in benefits. The
employees of your company accepted these measures and worked with
dedication to maintain safety and quality and to meet customer requirements.

Simultaneously, we began a focused campaign to resolve the electricity-
related claims that threatened our company. Our management developed a
plan that we were able to implement to resolve this very difficult problem.

With the resolution of this probler
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control over our corporate future.
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The resolve needed to address the derivatives issue is now focused on the
operating issues that will determing our future. We are re- -thinking~
everything we do with a renewed emphas1s on safety and profitability. All
aspects of our operations are under review, and nothing is to be continued
just because “that’s the way we always used to do it.” Your company will
change because we have to change, and your management is focused on the
careful implementation of that change.

With this review of our company underway, we were fortunate to begin to
enjoy a rising market for the price of our products. Chlor-alkali prices began
to improve in mid-2002, reflecting lower industry supply, and a very mild
improvement in demand. For the full year, our average netback was $270
per ECU, but during the last half of the year prices ranged between $300 and
$322. Prices have continued to improve into 2003, leading to improved
prospects for your company and our industry.

We continue to participate in a highly competitive industry and difficult
markets. We benefit from a rising price environment at this time, but we
recognize the commodity nature of our products and our inability to
influence pricing. We can control our response to the difficult markets we
face, and we do so with the benefit of an experienced, highly trained and
dedicated workforce. The people of Pioneer are our greatest asset, and with
their continued effort, we will continue to improve the safety, quality,
service and cash flow of your company.

We thank you for your investment in Pioneer and assure you we will work
diligently to earn and maintain your confidence in your company. Thank
you for your support.

W/m P
David Weinstein
Chairman of the Board
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Michael McGovern

President and
Chief Executive Officer
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PARTI
Item 1. Business
Overview

Pioneer Companies, Inc. and its subsidiaries have manufactured and marketed chlorine, caustic soda and related products in North
America since 1988. We conduct our primary business through our operating subsidiaries: PCI Chemicals Canada Company (which
we refer to as PCI Canada) and Pioneer Americas LLC (which we refer to as Pioneer Americas).

Chlorine and caustic soda are commodity chemicals which we believe are the seventh and sixth most commonly produced
chemicals, respectively, in the United States, based on volume, and are used in a wide variety of applications and chemical processes.
Caustic soda and chlorine are co-products, concurrently produced in a.ratio of approximately 1.1 to 1 through the electrolysis of salt
water. An electrochemical unit, which we refer to as an ECU, consists of 1.1 tons of caustic soda and 1 ton of chlorine.

Chlorine is used in 60% of all commercial chemistry, 85% of all pharmaceutical chemistry and 95% of all crop protection
chemistry. More than 15,000 products, including water treatment chemicals, plastics, detergents, pharmaceuticals, disinfectants and
agricultural chemicals, are manufactured with chlorine as a raw material. Chlorine is also used directly in water disinfection
applications. In the United States and Canada, virtually all public drinking water is made safe to drink by chlorination, and a
significant portion of industrial and municipal wastewater is treated with chlorine or chlorine derivatives to kill water-borne
pathogens.

Caustic soda is a versatile chemical alkali used in a diverse range of manufacturing processes, including pulp and paper
production, metal smelting and oil production and refining. Caustic soda is combined with chlorine to produce bleach which is used
for water treatment and as a cleaning disinfectant. Caustic soda is also used as an active ingredient in a wide variety of other end-use
products, including detergents, rayon and cellophane. .

We believe that we are the seventh largést chlor-alkali produc‘er in North America, with approximately 5% of North American
production capacity. We currently own and operate the following four chlor-alkali plants in North America that produce chlorine and
caustic soda and related products:

LOCATION ' ‘ MANUFACTURED PRODUCTS
Becancour, Quebec Chlorine and caustic soda
L Hydrochleric acid
Bleach '
Hydrogen

St. Gabriel, Louisiana = . Chlorine and caustic soda
‘Hydrogen

Henderson, Nevada . . Chlorine and caustic soda
S Hydrochloric acid
Bleach
Hydrogen

Dalhousie, New Brunswick Chlorine and caustic soda
: Sodium chlorate
Hydrogen '

Effective March 15, 2002, we idled our Tacoma, Washington chlor-alkali plant, which reduced our currently utilized annual
production capacity from approximately 950,000 ECUs to approximately 725,000 ECUs. The Tacoma chlor-alkali plant site is now
being used principally as a terminal to serve our customers in the Pacific Northwest. The four facilities that we now operate produce
chlorine and caustic soda for sale in the merchant markets and for use as raw materials in the manufacturing of our downstream
products. Some of the important characteristics of our chlor-alkali plants are as follows:

e our Becancour facility is a low-cost production facility, which results in part from that facility’s use of



hydropower;

e our St. Gabriel facility has three pipelines that allow us to efficiently transport and supply chiorine to customers
in Louisiana; :

» our Henderson facility is the only curremly operating chlor-alkali productron facility in the western region of
the United States which provides us with a strong regional presence, transportation cost advantages and a
consistent and reliable source of supply for our bleach production and chlorine repackaging operations-in
California and Washington; and

e our idled Tacoma facility represents a means of 1ncreasmg our productron capacrty to take greater advantage of
any sustained market upturn.

We also operate two bleach production and chlorine repackaging facilities in Santa Fe Springs and Tracy, California and one
bleach production and chlorine repackaging facility in Tacoma, Washington. We distribute these products to municipalities and
selected commercial markets in the western United States through various distribution channels. All of the chlorine and caustic soda
used as raw materials at these facilities is supplied by our chlor-alkali facilities. Our Cornwall, Ontario facility produces hydrochloric
acid, bleach, chlorinated paraffins sold under the brand name Cereclor(R), and IMPAQT(R), a proprietary pulping additive.

On December 31,2001, we and our direct and indirect wholly-owned subsidiaries emerged from protection under Chapter 11 of
the U.S. Bankruptcy Code, and on the same date PCI Canada emerged from protection under the provisions of Canada’s Companies
Creditors’ " Arrangement Act. On that date, our plan of reorgamzatron whrch was conﬁrmed ‘by the U.S. Bankruptcy Court on
November 28, 2001, became effectlve ‘

Recent Developments
Settlement of Dispute with the Colorado River Commission

" Beginning in 2001, we disputed our responsibility for certain contractual obligations that were undertaken by the Colorado River
Commission, a Nevada state agency that supplies power to our Henderson facility and which we refer to as CRC. All of the
conditions of a settlement of that dispute were satisfied on March 3, 2003. As a result of the settlement, which is effective as of
January 1, 2003, we have been released from all claims for liability wrth respect to electricity derivatives posrtrons ‘and all htlgatron
between Pioneer and CRC has been'dismissed.

Prior to the settlement with CRC, approximately 35% of the electric power supply for our Henderson facility was hydropower
furnished under a low-cost, long-térm contract with CRC, ‘approximately 50% was provided under a supplemental supply contract
with CRC, and the remaining 15% was provided under a long-term arrangement with a third party. The supplemental supply contract
entered into in March 2001 set forth detailed procedures governing the procurement of power by CRC on our behalf.

The dispute with CRC involved various derivative positions that were executed by CRC, purportedly for our benefit under the
supplemental supply contract. The dispute arose prior to our bankruptcy proceedings, but was not resolved as a part of our plan of
reorganization. The derivative positions consisted of contracts for the forward purchase and sale of electricity as well as put and call
options that were written for electric power. We disputed CRC’s contention that certain derivative positions (the “Disputed
Derivatives”) with a net liability at December 31, 2002, of $82.3 million were our responsibility. A net liability of $87.3 million,
consisting of the $82.3 million liability for the Disputed Derivatives and a $5.0 million liability relating to transactions that we did not
dispute (the “Approved Derivatives”), was recorded by us and is reflected in our December 31, 2002 balance sheet. CRC further
contended that other contracts (the “Rejected Derivatives™) reflecting an additional net liability of $41.0 million as of December 31,
2002, were our responsibility. We did not record any net liability with respect to the Rejected Derivatives.

We recorded estimated realized income and expense related to fulfilling or settling the obligations that could arise with respect to
the Approved Derivatives and Disputed Derivatives as a component of cost of sales. We recorded in “Other Assets” a net receivable
from CRC of $21.0 million at December 31, 2002. The net receivable included $14.8 million of cash that CRC collected in the form
of premiums related to ‘options that expited prior to December 31, 2002, but did'not remit to us. The remaining $6.2 million of the net
receivable represented our estimate of CRC’s net proceeds from the settlement of certain Approved Derivatives and’ Disputed
Denvatrves on their delivery dates during 2002 that were not reritted to us.

In accordance with the terms of the settlemenf, we assigned our low-cost, long-term hydropower contracts to the Southern Nevada
Water Authority and entered into a new supply agreement with CRC. CRC will provide power to meet approximately 85% of our




Henderson facility’s needs at a market index rate, during a term. extending to December 31, 2006, although Pioneer and CRC may
agree to extend the term. CRC will retain all amounts of cash previously collected by CRC under the terms of the derivatives
agreements, with $3 million of such amount to be held as a collateral deposit in sausfactlon of a requirement under the supply
agreement. : : ‘ .

The market index rate under the supply agreement.is expected to be higher than the rates under the hydropower contracts that were
assigned to the Southern Nevada Water Authority as part of the settlement. Since our hydropower contracts were not derivative
contracts and the power purchased under the contracts could not be resold by us at market rates, the contracts were not recorded as an
asset on our balance sheet. The fair market value of our hydropower contracts, using the same valuation methodology that was used
with respect to the denvatwes would have been, approxunately $59 million as of December 31, 2002..

In the absence of a settlement with CRC, we would have continued our efforts in seekmg a court determination that CRC, rather
than Pioneer, was responsible for satisfying the Disputed Derivatives and the Rejected Derivatives. The cost of satisfying the
Approved Derivative and Disputed Derivative contracts could have ranged from $17.2 million in 2004 to as high as $25.3 million in
2006, based on future price estimates as of December 31, 2002. We may not have had sufficient liquidity to allow us to make those
payments. prior to the time a court would likely have rendered a judgment in the case.

Although the settlement with CRC will not generate any cash proceeds for us, we expect to record a net non-cash gain from the
settlement of approximately $66 million in the first quarter of 2003. Due to the assignment of our long-term hydropower contracts to
the Southern Nevada Water Authority and the resulting higher energy prices under the new supply agreement effective in 2003, we
expect to record an approximate $41 million. impairment of the Henderson facility as the result of reduced plant proﬁtablhty estimates.
The net impact of the foregoing may result in a redemption obligation under our Senior Guaranteed Notes and Semor Floating Notes.
See “ — Matters Affecting our Liquidity” and “ — Asset Impairments” below.

Recent Pricing Trends

As we discuss below, our average ECU netback (that is, price ad]usted to eliminate the product transponatlon element) was $270
in 2002, a decrease from $336 in 2001. However, beginning in July 2002 through the end of the year, our ECU netback ranged from
$300 to $322. The increase in price toward the latter part of the year resulted from an 8% reduction in industry capacity from the 2001
level and a continuation of stronger demand for chlorine from vinyl producers. During the first quarter of 2003, we announced price
increases, and we have also announced our intention to impose a fuel cost surcharge in the future, based on increases in the market
price of natural gas (which is a basic component of the cost of electricity, our largest raw material cost). We intend to implement the
price increases during the second quarter of 2003 as contracts permit, although individual contract terms will in some cases limit or
prohibit the imposition of the increases, and competitive restraints may also affect the realization of the increases. We believe that
during the first six months of 2003 our average ECU netback will be substantially greater than the 2002 average.

Matters Affecting our Liquidity

Our senior secured debt consists of Senior Secured Floating Rate Guaranteed Notes due 2006 in the aggregate principal amount of
$45.4 million (the “Senior Guaranteed Notes™), Floating Rate Term Notes due 2006 in the aggregate principal amount of $4.6 million
(the “Senior Floating Notes”), 10% Senior Secured Guaranteed Notes due 2008 in the aggregate principal amount of $150 rrnlllon (the
“10% Senior Secured Notes™), and a Revolvmg Credit Facility with a $30 million commitment and a borrowing base restriction (the
“Revolver”). Collectively, the $200 million in Senior Guaranteed Notes, Senior Floating Notes and 10% Senior Secured Notes are
referred to as the “Senior Notes” and, together with the Revolver, are referred to as the “Senior Secured Debt.” The Senjor Secured
Debt requires payments of interest in cash and the related agreements contain various covenants including financial covenants in our
Revolver (which if violated will create a default under the cross-default provisions of the Senior Notes) that obligate us to comply
- with certain cash flow requirements. The interest payment requirements of the Senior Secured Debt and the financial covenants in the
Revolver were set at levels based on financial projections of an assumed minimum ECU netback and do not accommodate significant
downward variations in operating results.

Our ECU netback averaged $270 in 2002, while the projections prepared in connection with our plan of reorganizétion assumed an
average ECU netback of approximately $300. The low ECU netback experienced during 2002 created lower than anticipated liquidity,
and we responded by cutting costs ‘and reducing expendltures, including idling manufacturmg capacity and laying off operating and
administrative employees. Unless the anticipated improvement in operating margins as a result of increased product prices occurs, we
may not have the liquidity necessary to meet all of our debt service and other obligations in 2003, and we may be unable to satisfy the
financial covenants in the Revolver. The amount of liquidity ultimately needed by us to meet all of our obligations going forward will




depend on a number of factors, some of which are uncertain, although the recent resolution of our derivatives dispute with CRC has
reduced some of the uncertainty as to our future liquidity needs. See “ — Recent Developments — Settlement of Dispute with the
Colorado River Commission” above and . — Risks ~ Our operating results could be negatively affected during economniic downturns”
and * - Risks - Qur profitability could be reduced by declines in average selling prices” below.

We amended our Revolver in April 2002 and again in June 2002. As amended,-one of the covenants in the Revolver requires us to
generate at least: :
. $5.608 million of net earnings before extraordinary gains, the effects of the derivative instruments excluding
derivative expenses paid by us, interest, income taxes, depreciation and amortization (referred to as “Lender-Defined

EBITDA™) during the quarter ending December 31, 2002, and $10.910 million of Lender-Defined EBITDA during
the nine-month period ending on the same date,

. $10.640 million of Lender-Defined EBITDA during the quarter-ending March 31,2003, and

. $21.550 million of Lender-Defined EBITDA for the twelve-month period ending March 31,2003, and for each
twelve month period ending each fiscal quarter thereafter.

Our Lender-Defined EBITDA for the nine months ended December 31, 2002 was a positive $1:2 million, and our Lender-Defined
EBITDA for the three months ended December 31, 2002 was a negative $10.7 million. Those amounts were less than the amounts
required under the Revolver covenant for those periods. In the absence of a $16.9 million asset impairment charge, our Lender-
Defined EBITDA would have exceeded the covenant requirement, and the lender under our Revolver has waived our noncompliance
with the covenant requirement. We anticipate that as a result of an additional asset impairment charge in the first quarter of 2003, we
will also be required to seek a waiver from the lender under our Revolver with respect to our compliance with the covenant
requirement for that quarter. In addition, we anticipate that impairment charges in the fourth quarter of 2002 and the first quarter of
2003 will likely result in the need for future waivers from the lender under our Revolver, since the impairments will have a negative
effect on Lender-Defined EBITDA for the twelve-month periods ending each quarter through March 31, 2004.

As a result of the amendments, we are also required to maintain Liquidity (as defined) of at least $5.0 million, and limit our capital
expenditure levels to $20.0 million in 2002 and $25.0 million in each fiscal year thereafter. At December 31, 2002, our Liquidity was
$14.2 miilion, consisting of borrowing availability of $11.4 million and cash of $2.8 million. Capital expenditures were $10.6 million
during 2002 (a level hmlted by 11qu1d1ty constraints), and we estlmate capital expenditures will be approximately $13.2 million during
2003

The Revolver also provides that as a condition of bdrrov&;ings there shall not have occurred any material adverse change in our
business, prospects, operations, results of operations, assets, liabilities or condition (financial or otherwise).

If the required Lender-Defined EBITDA level under the Revolver is not met and the lender under the Revolver does not waive our
failure to comply with the requirement, we will be in default inder the terms of the Revolver. Moreover, if conditions constituting a
material adverse change occur or have occurred, our lender can exercise its rights under the Revolver and refuse to make further
advances. Following any such refisal, customer receipts Would be applied to our borrowings under the Revolver, and we would not
have the ability to reborrow. This would cause us to suffer a rapid loss of liquidity and we would lose the ability to operate on a day-
to- day'basis In addition, a default' under the Revolver would allow our lender to accelerate the outstanding indebtedness under the
Revolver and would also result i in a cross-default under our Senior Notes which would provide the holders of our Senior Notes with
the right to accelerate the $200 million in Senior Notes outstanding and demand immediate repayment. See - Risks - The restrictive
terms of our indebtedness may hnnt our ability to grow and compete and prevent us from fulfilling our obligations under our
indebtedness” below. : ‘

Our Senior Guaranteed Notes and Senior Floating Notes (collectively referred to as the “Tranche A Notes™) provide that, within 60
days after each calendar quarter during 2003 through 2006, we are required to redeem (i) $2.5 million principal amount of Tranche A
Notes if Pioneer Americas’ net income before extraordinary items, other income, net, interest, income taxes, deprec1at10n and
amortization (which we refer to as Pioneer Americas’ EBITDA) for such calendar quarter is greater than $20 million but less than
$25 million, (ii) $5 million principal amount of Tranche A Notes if Pioneer Americas’ EBITDA for such calendar quarter is greater
than $25 million but less than $30 million and (iii) $7.5 million principal amount of Tranche A Notes if Pioneer Americas’ EBITDA
for such ¢alendar quarter is greater than $30 million, in each case plus ‘accrued and unpaid interest thereon to the redemption date.




Although we will not receive any cash proceeds from our settlement with CRC, we expect the settlement to result in a net gain of
approximately $66 million in the first quarter of 2003. Due to the assignment of our long-term hydropower contracts to the Southern
Nevada Water Authority and the resulting higher energy prices under the new supply agreement effective in 2003, we expect to record
an approximate $41 million impairment of the Henderson facility as the result of reduced plant profitability estimates. The net impact
of the foregoing, which we expect will increase Pioneer Americas’ EBITDA by approximately $25 million for the first quarter of
2003, may result in a partial redemption obligation under our Tranche A Notes as described above. Any such redemption would also
accelerate our obligation to repay approximately $3.6 million in principal and interest on certain other notes. See  — Recent
Developments — Settlement of Dispute with the Colorado River Commission™ above and *“ — Asset Impairments” below.

Excluding the potential impact of the redemption obligation discussed above, in 2003 we expect to have cash requirements, in
addition to operating and administrative costs, of approximately $40.3 million in the aggregate, consisting of the following: (i} interest
payments of $19.5 million, (ii) capital expenditures of $13.2 million, (iii) bankruptcy-related vendor payments of $1.0 million, (iv)
severance payments of $1.7 million and (v) contractual debt repayments of $4.9 million. We expect to fund these obligations through
available borrowings under our Revolver and internally-generated cash flows from operations, including changes in working capital.
We can provide no assurance that-we will have sufficient resources to fund all of these obligations and investments.

Due to the uncertainties affecting our liquidity as a result of the restrictive financial covenants and redemption obligations
described above, no assurances can be made regarding our ability to continue as a going concern.

Asset Impairments

‘As indicated above, the settlement of the dispute with CRC in 2003 involved the assignment of our low-cost, long-term
hydropower resource rights to the Southern Nevada Water Authority. The anticipated increase in power costs at our Henderson
facility due to the assignment of these hydropower rights as a result of the settlemernt agreement necessitated an impairment analysis
of our Henderson facility during the first quarter of 2003. Based on the results of that analysis, we expect to record an impairment of
approximately $41 million in March 2003.

‘Due to poor chlorine markets and historically high power costs in the Pacific Northwest, resulting in part from difficulties in the
California energy market and a severe drought, we curtailed production operations at our Tacoma plant by 50% in March 2001 and
idled the remaining Tacoma chlor-alkali production in” March 2002. Due to the continuation of the shutdown and uncertainty as to
when we will restart the Tacoma facility, we reviewed the Tacoma facility for impairment as of December 31, 2002. Based on our
analysis, we determined that the book value of the facility exceeded its estimated fair value, and we recognized a $16.9 million
impairment loss in December 2002.

Pricing, Production, Distribution and Marketing
Pricing

In 2002 our average ECU netback was $270 compared to $336 in 2001 and $327 in 2000. Chlor-alkali demand in the United
States grew by approximately 1% during 2002, primarily led by improved demand for viny} products during the first half of the year.
Strong vinyl demand pushed up operating rates and created a surplus of caustic soda, resulting in sharply lower caustic soda prices by
the second quarter. The effects of capacity rationalization (including our idling of our Tacoma chlor-alkali plant in March 2002)
allowed caustic soda pricing to begin a recovery during the third quarter; By mid-year the ECU netback had begun to recover and
reached the $300 mark in July. Cash flows near the end of the year began to improve as the ECU netback remained between $300 and
$322. During the first quarter of 2003, we announced price increases, and we have also announced our intention to impose a fuel cost
surcharge in the future, based on increases in the market price of natural gas (which is a basic component of the cost of electricity, our
largest raw material cost). We intend to implement the price increases during the second quarter of 2003 as contracts permit, although
individual contract terms will in some cases limit or prohibit the imposition of the increases, and competitive restraints may also affect
the realization of the increases. ‘

Production

The production of chlor-alkali products principally requires salt, electricity and water as raw materials. In 2002, approximately 8%
of our cost of sales-product was attributable to our salt requirements and 22% of our cost of sales-product was attributable to our
power requirements. The amounts expended for salt and power, as a percentage of our cost of sales-product, have generally averaged
7% and 24%, respectively, for the last three years. Our salt supplies are provided under long-term contracts and adequate water



supplies are available at each of our operating locations. We procure most of our energy requirements from sources that rely on
hydropower or natural gas. During 2002, our costs for power decreased $16.9 million from 2001, of which $14.2 million was
attributable to the idling of the Tacoma facility. Our power costs in 2001 were $10 million lower than in 2000. Our energy costs
associated with producing chlor-alkali products can materially affect our results of operations since each one dollar.change in our cost
for a megawatt hour of electricity generally results in a corresponding change in our cost to produce an ECU of approximately $2.75.

Generally, electric power supplies for our Henderson facility are primarily provided by CRC under a new long-term supply
contract. Variations in the cost of power used at our Henderson facility have a material impact on that facility’s cost structure. See * —
Recent Developments — Settlement of Dispute with the Colorado River Commission” above.

Electric power for our Becancour and Dalhousie facilities are provided under public utility tariffs that are based to a substantial
extent on low-cost hydropower resources, which enables us to procure electricity at economical rates. The St. Gabriel facility, like
many in the industry, uses electricity under a public utility tariff that is based primarily on natural gas resources -and that typically
costs more than electricity provided under contracts that rely on hydropower sources. Because all of the power requirements for our
four chlor-alkali facilities, other than the power procured through the supply contract for our Henderson facility, are procured in
regulated markets, our cost for power is primarily determined based on the underlying cost of producing such power (as opposed to
market rate pricing). As a result, our Canadian facilities, which procure power from sources that rely on hydropower, are generally
able to obtain power at favorable rates that are relatively stable over time. Our U.S. facilities, which procure power from sources that
rely on natural gas, will generally experience higher rates than for hydropower as prices are based on the underlying price of natural
gas.

Production rates for chlorine and caustic soda are generally set based upon demand for chlorine, because storage capacity for
chlorine is both limited and expensive. When demand for chlorine is high and operational capacity is expanded accordingly, an
increase in the supply of both chlorine and caustic soda occurs since chlorine and caustic soda are produced in a fixed ratio. The price
of caustic soda is depressed as there is insufficient demand for the increased supply. This imbalance may have the short-term effect of
limiting our operating profits as improving margins in chlorine may be offset by declining margins in caustic soda. When demand for
chlorine declines to a level below plant operational capacity and available storage is filled, production operations must be curtailed,
even if demand for caustic soda has increased. This imbalance may also have the short-term effect of limiting our operating profits as
improving margins in caustic soda may be offset by both declining margins in chlorine and the reduced production of both products.
Our railcars can, under certain circumstances, be used to provide additional storage capacity.

Distribution

The chlorine that we produce is transported to our customers in railcars and trucks, and with respect to customers near our plant in
St. Gabriel, Louisiana, by pipelines. Caustic soda is transported by railcars, trucks, ships or barges. Our other products, such as
bleach and hydrochloric acid, are transported by railcars or trucks. We lease a fleet of approximately 2,000 railcars, and use third-
party transportation operators for truck and water-borne distribution.

Marketing

Chlorine and caustic soda are commodity chemicals that we typically sell under contracts to customers in the United States and
Canada, although we occasionally export an immaterial amount of caustic soda on a spot basis. These contracts contain pricing that is
generally determined on a quarterly basis by mutual agreement. Because chlorine and caustic soda are commodity chemicals and our
contracts typically contain “meet or release clauses” that allow the customer to terminate the contract if we do not meet a better price
obtained by the customer from a competitor for the product, price is the principal method of competition. Both the chlorine and caustic
soda markets have been, and are likely to continue to be, cyclical. Periods of high demand, high capacity utilization and increasing
operating margins tend to result in new plant investments and increased production until supply exceeds demand, followed by a period
of declining prices and declining capacity utilization until the cycle is repeated. See * - Risks - Our operating results could be
negatively affected during economic downturns” below.

Approximately 28% of our 2002 revenues was derived from sales of products for use in the water treatment industry,
approximately 26% resulted from sales for use in the pulp and paper industry, and approximately 7% was derived from sales for use
by urethane producers. We rely heavily on repeat customers, and our management and dedicated sales personnel are responsible for
developing and maintaining successful long-term relationships with key customers. No customer accounted for more than 10% of our
total revenues in any of our last three fiscal years. C




Competition

The chlor-alkali industry is highly competitive. Many of our competitors, including the Dow Chemical Company (“Dow’™),
Occidental Chemical Corporation (“OxyChem”), and PPG Industries, Inc., are larger and have greater financial resources than we do.
Our ability to compete effectively depends on our ability to maintain competitive prices, to provide reliable and responsive service to
our customers and to operate in a safe and environmentally responsible manner. Qur cost structure is also a factor in determining
whether we can compete effectively. While a significant portion of our business is based upon widely available technology, capital
requirements and the difficulty in obtaining permits for the production of chlor-alkali and chlor-alkali related products may be barriers
to entry.

North America represents approximately 29% of world chlor-alkali annual production capacity, with approximately 15.8 million
tons of chlorine and 16.7 million tons of caustic soda production capacity. OxyChem and Dow are the two largest chlor-alkali
producers in North America, together representing approximately 51% of North American capacity. The remaining capacity is held by
approximately 20 companies. Approximately 72% of North American chlor-alkali capacity is located on the Gulf Coast. We believe
that our chlor-alkali capacity represents approximately 5% of total North American production capacity. The chlorine and caustic soda
currently produced at our Henderson facility provides a significant source of supply for the West Coast region, where we believe that
we are the largest supplier of chlorine and bleach for water treatment purposes. We believe our strong regional presence in eastern
Canada and the western United States contributes to the competitiveness of our operations.

Our St. Gabriel and Dalhousie facilities use a mercury cell production process that yields premium grade, low-salt caustic soda, a
niche product that is required for certain end-uses and as a result can command premium prices. Our nine-mile pipeline is used to
transport chlorine from our St. Gabriel facility to our customers at the Geismar industrial complex, and two customers with plants
adjacent to the facility are also served by pipeline connections. The resulting advantage in transportation costs also distinguishes us
from our competitors. : ‘

Technology -

We utilize three different technologies in the production of chlor-alkali products through the electrolysis of brine: diaphragm cell
technology, mercury cell technology and membrane cell technology. Diaphragm cell technology, which is used for approximately
60% of our production capacity, employs a coated titanium anode, a steel cathode and an asbestos or asbestos/polymer separator.
While diaphragm cell technology consumes less power, it produces caustic soda with a relatively higher salt content that requires
evaporation with steam to reach a commercial concentration. Mercury cell technology, which is used in approximately 31% of our
production capacity, employs a coated titanium anode and flowing mercury as a cathode. Mercury cell technology produces higher
purity caustic soda that does not require evaporation, but it consumes relatively more power and the mercury requires heightened
handling and disposal practices. Membrane cell technology, which is used in approximately 9% of our production capacity and is
generally the most efficient technology, employs a coated titanium anode, a nickel cathode and a fluorocarbon membrane separator.
Membrane cell technology produces higher purity caustic soda, and its advantages include lower power consumption and low steam
consumption. See Item 2 “Properties - Facilities” below for information regarding the use of these technologies by our chlor-alkali
production facilities. ' :

Environmental Regulation - U.S.

General. Various federal, state and local laws and regulations .governing the discharge of materials into the environment, or
otherwise relating to the protection of the environment, affect our operations and costs. In particular, our activities in connection with
the production of chlor-alkali and chlor-alkali related products are subject to stringent environmental regulation. As with the industry
generally, compliance with existing and anticipated regulations affects our overall cost of business. Areas affected include capital
costs to construct, maintain and upgrade equipment and facilities. While these regulations affect our.capital expenditures and earnings,
we believe that these regulations do not affect our competitive position in that the operations of our competitors that comply with such
regulations are similarly affected. Environmental regulations have historically been subject to frequent change by regulatory
authorities, and we are unable to predict the ongoing cost to us of complying with these laws and regulations or the future impact of
such regulations on our operations. Violation of federal or state environmental laws, regulations and permits can result in the
imposition of significant civil and criminal penalties, injunctions and construction bans or delays. A discharge of chlorine or other
hazardous substances into the environment could, to the extent such event is not insured, subject us to substantial expense, including
both the cost to comply with applicable regulations and claims by neighboring landowners and other third parties for personal injury
and property damage. :



Air Emissions. Our U.S. operations are subject to the Federal Clean Air Act and comparable state and local statutes. We believe
that our operations are in substantial compliance with these statutes in all states in which we operate.

Amendments to the Federal Clean Air Act enacted in late 1990 (the “1990 Federal Clean Air Act Amendments”) require or will
require most industrial operations in the U.S. to incur capital expenditures in order to meet air emission control standards developed
by the Environmental Protection Agency (the “EPA”) and state environmental agencies. Among the requirements that are potentially
applicable to us are those that require the EPA to establish hazardous air pollutant emissions limitations and control technology
requirements for chlorine production facilities. In 2002 the EPA issued draft hazardous air pollutant emissions limitations for mercury-
cell chlor-alkali facilities, which if adopted will apply to our St. Gabriel facility. We anticipate that the cost that we will incur to
comply with the regulation will be approximately $3.0 million. It is expected that the regulation will be adopted in 2003 with a two-
year period to achieve compliance. Although we can give no assurances, we believe implementation of the 1990 Federal Clean Air
Act Amendments will not have a material adverse effect on our financial condition or results of operations.

Most of our plants manufacture or use chlorine, which is in gaseous form if released into the air. Chlorine gas in relatively low
concentrations can irritate the eyes, nose and skin and in large quantities or high concentrations can cause permanent injury or death.
From 1999 to date; there have been minor releases at our plants, none of which has had any known impact on human health or the
environment. Those releases were controlled by plant personnel, and there were no material claims against us as a result of those
incidents. We maintain systems to detect emissions of chlorine at our plants, and the St. Gabriel and Henderson facilities are members
of their local industrial emergency response networks. We believe that our insurance coverage is adequate with respect to costs that
might be incurred in connection with any future release, although there can be no assurance that we will not incur substantial
expenditures that are not covered by insurance if a major release occurs in the future.

Water. The Federal Water Pollution Control Act of 1972 (“FWPCA”) imposes restrictions and strict controls regarding the
discharge of pollutants into navigable waters. Permits must be obtained to discharge pollutants into state and federal waters. The
FWPCA imposes substantial potential liability for the costs of removal, remediation and damages. We maintain wastewater discharge
permits for many of our facilities pursuant to the FWPCA and comparable state laws. Where required, we have also applied for
permits to discharge stormwater under such laws. We believe that compliance with existing permits and compliance with foreseeable
new permit requirements will not have a material adverse effect on our financial condition or results of operations.

Some states maintain-groundwater and surfacewater protection programs that require permits for discharges or operations that may
impact groundwater or surfacewater conditions. The requirements of these laws vary and are generally implemented through a state
regulatory agency. These water protection programs typically require site discharge permits, spill notification and prevention and
corrective action plans. We plan to spend approximately $3.0 million during the next two years on improvements at our Henderson
facility to discontinue the use of two chlor-alkali wastewater disposal ponds, replacing them with systems to recycle wastewater, and
to convert a third wastewater disposal pond into a stormwater retention pond.

Solid Waste. We generate non-hazardous solid wastes that are subject to the requirements of the Federal Resource Conservation
and Recovery Act (“RCRA”) and comparable state statutes. The EPA is considering the adoption of stricter disposal standards for
non-hazardous wastes. RCRA also governs the disposal of hazardous wastes. We are not currently required to comply with a
substantial portion of RCRA’s requirements because many of our operations do not generate quantities of hazardous wastes that
exceed the threshold levels established under RCRA. However, it is possible that additional wastes, which could include wastes
currently generated during operations, will in the future be designated as “hazardous wastes.” Hazardous wastes are subject to more
rigorous and costly disposal requirements than are non-hazardous wastes. Such changes in the regulations could result in additional
capital expenditures and operating expenses.

The EPA has adopted regulations banning the land disposal of certain hazardous wastes unless the wastes meet defined treatment
or disposal standards. Our disposal costs could increase substantially if our present disposal sites become, unavailable due to capacity
or regulatory restrictions. We presently believe, however, that our current disposal arrangements will allow us to continue to dispose
of land-banned wastes with no material adverse effect on us.

Hazardous Substances. The Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA”), also known

s “Superfund,” imposes liability, without regard to fault or the legality of the original act, on certain classes of persons that
contributed to the release of a “hazardous substance” into the environment. These persons include the owner or operator of the site and
companies that disposed or arranged for the disposal of the hazardous substances found. at the site. CERCLA also authorizes the EPA
and, in some instances, third parties to act in response to threats to the public health or the environment and to seek to recover from the
responsible classes of persons the costs they incur. In the course of our ordinary operations, we may generate waste that falls within




CERCLA’s definition of a “hazardous substance:” We may be jointly and severally liable under CERCLA for all or part of the costs
required to clean up sites at which such hazardous substances have been disposed of or released into the environment.

We currently own or lease, and have in the past owned or leased, properties at which hazardous substances have been or are being
handled. Although we have utilized operating and disposal practices that were standard in the industry at the time, hazardous
substances may have been disposed of or released on or under the properties owned or leased by us or on or under other locations
where these wastes have been taken for disposal. In addition, many of these properties have been operated by third parties whose
treatment and disposal or release of hydrocarbons or other wastes was not under our control. These properties and wastes disposed
thereon may be subject to CERCLA, RCRA and analogous state laws. Under such laws, we could be required to remove or remediate
previously disposed wastes (including wastes disposed of or released by prior owners or operators), to clean up contaminated property
(including contaminated groundwateér) or to perform remedialplugging operations to prevent future contamination. However, no
investigations or remedial activities are currently being conducted under CERCLA by third parties at any of our facilities, with the
exception of the former Tacoma chlor-alkali facility, where the activities are covered by an indemnity from the previous owner. Such
activities are being carried out at certain facilities under the other statutory authorities dlscussed above pursuant to prov151ons of
indemnification agreements protecting us from liability. : .

Environmental Remediation. Contamination resulting from spills of hazardous substances is not unusual within the chemical
manufacturing industry. Historic spills and past operating practices have resulted in soil and groundwater contamination at.several of
our facilities and at certain sites where operations have been discontinued. We are currently addressing soiland/or groundwater
contamination at several sites through assessment, monitoring and remediation programs with oversight by the applicable state
agency. In some cases, we are conducting this work under administrative orders. We believe that adequate accruals have been
established to address all known remedial obligations. In the aggregate, we have estimated that the total liability for addressing these
sites is approximately $11.6 million although there can be no guarantee that the actual remedial costs or associated liabilities will not
exceed this amount. At some of these locations, the regulatory agencies are considering whether additional actions are necessary to
protect or remediate surface or groundwater resources. We could be requrred to incur additional costs to construct and operate
remediation systems in the future. ‘

'OSHA. We are also subject to the requiréments of the Federal Occupational Safety and Health Act (“OSHA”) and comparable state
statutes that regulate the protection of the health and safety of workers. In addition, the OSHA hazard coemmunication standard
requires that certain information be maintained about hazardous materials used or produced in operations and that this information be
provided to employees, state and local government authorities and citizens. We believe that our operations are in substantial
compliance with OSHA requirements, including general 1ndustry standards, record keeping requlrements and momtormg of
occupational exposure to regulated substances: ‘ ' - .

Environmental Laws - Canada

General. Our Canadian facilities are governed by federal environmental laws administered by Environment Canada and by
provincial environmental laws enforced by administrative agencies. Many of these laws are comparable to the U.S. laws described
above. In particular, the Canadian environmental laws generally provide for control and/or prohibition of pollution, for the issuance of
certificates-of authority or certificates of authorization, which permit the operation of regulated facilities and prescribe limits -on the
discharge of pollutants, and for penaities for the failure to comply with applicable laws. These laws include the substantive areas of air
pollution, water pollution, solid and hazardous waste generation and disposal, toxic substances, petroleum storage tanks, protection of
surface and subsurface waters, and protection of other natural resources. However, there is no Canadran law similar to CERCLA that
would make a company liable for legal off-site disposal. :

The Canadian Environmental Protection Act (the “CEPA”) is the primary federal statute that-governs environmental matters
throughout the provinces. The federal Fisheries Act is the principal-federal water pollution control statute. This lJaw would apply in the
event of a spill of caustic soda or another deleterious substance that adversely impacts marine life in a waterway. The Becancour,
Dalhousie and Cornwall facilities are all adjacent to major waterways and are therefore subject to the requirements of this statute. The
Chlor-Alkali Mercury Release Regulations' and the Chlor-Alkali Mercury Liquid Effluent Regulations, adopted under the CEPA,
regulate the operation of the Dalhousie facility. In particular, these regulations provide for the quantity of mercury a chlor-alkali plant
may release into the ambient air and the quantity of mercury that may be released with hquld effluent. We believe we have operated
and are currently operatmg in comphance with these statutes.




The primary provincial environmental laws include the Environmental Protection Act in the province of Ontario, the Quebec
Environment Quality Act.in Quebec and the Clean Environment Act in New Brunswick. In general, each of these acts regulates the
discharge of a contaminant into the natural environment if such discharge causes or is likely to cause an adverse effect.

B

Indemnities :

- ZENECA Indemniry. Our Henderson facility is located .within what is known as the “Black Mountain Industrial Park.” Soil and
groundwater contamination have been identified within and adjoining the Black Mountain Industrial Park, including jand owned by
us. A groundwater treatment system has been installed at the facility and, pursuant to a-consent agreemient with the Nevada Division
of Environmental Protection, studies are being conducted to- further evaluate soil and groundwatér contamination at the facility and
other properties within the Black Mountain Industrial Park and to determine whether additional remedranon will be necessary with
respect to our property. o ‘ S -

In connectron W1th our 1988 acqursrtron of the St Gabriel and Henderson facrhtres the sellers agreed to indemnify us with respect
to, among other things, certain environmental liabilities associated with historical operations at the Henderson site. ZENECA
Delaware Holdings, Inc. and ZENECA, Inc. (collectively, the “ZENECA Companies™) have assumed the indemnity obligations which
benefit us. In general, we are indemnified against environmental-costs which arise from or relate to pre-closing actions which involved
disposal, discharge or release of materials resulting from the former agricultural chemical and other non-chlor-alkali manufacturing
operations at the Henderson facility. The ZENECA Companies are also responsible for costs arising out of the pre-closing actions at
the Black Mountain Industrial Park.- Under the ZENECA Indemnity, we.may only recover indemnified amounts for environmental
work to the extent that such work is required to comply with environmental laws or is reasonably. required to.prevent an interruption in
the production.of chlor-alkali products. We are responsible for environmental costs relating to the chlor-alkali manufacturing
operations at the Henderson facility, both. pre- and post-acquisition, for certain actions taken without the ZENECA Companies’
consent and for certain operation and maintenance costs of the groundwater treatment system at the facility. -

Payments for environmental habrhtles under the ZENECA Indemnrty, together with other non- envrronmental liabilities for which
the ZENECA Companies agreed to indemnify us, are limited to approximately $65 million. To date we have been reimbursed for
approximately $12 million of costs covered by thé ZENECA Indemnity, but the ZENECA Companies may have directly incurred
additional costs that would further reduce the total amount remaining under the ZENECA Indemnity. In 1994, we recorded a $3.2
million environmental reserve related to pre-closing actions at sites that are the responsibility of the ZENECA Companies. At the
same time a receivable was recorded from the ZENECA Companies for the same amount. It is our policy to record such amounts
when a liability can be reascnably estimated. In 2000, based on the results of a third-party environmental analysis, the $3.2 million
environmental reserve and receivable were adjusted to the discounted future cash flows for estimated environmental remediation,
which was $2 million. In the course of evaluating future cash flows upon emerging from bankruptcy, we determined that the timing of
future cash flows for environmental work is uncertain and that those cash flows no longer qualify for discounting under generally
accepted accounting principles. As a result, we no longer discount the environmental liabilities and related receivables, which are now
recorded at their undiscounted amounts of $3.2 million at December 31, 2002. .

.+ The ZENECA Indemnity continues to cover claims after the April 20; 1999 expiration of the term of the indemnity to the extent
that, prior to the expiration of the indemnity, proper notice to the ZENECA Companies was given and either the ZENECA Companies
have assumed control of such claims or we were contesting the legal requirements that gave rise to such claims, or had commenced
removal, remedial or--maintenance work- with respect to such claims, or commenced an investigation which resulted in the
commencement of such work within ninety days. Our management believes proper notice was provided to the ZENECA Companies
with respect to outstanding claims under the ZENECA Indemnity, but the amount of such claims has not yet been determined given
the ongoing nature of the ernvironmental work at Henderson. We believe that the ZENECA Companies will continue to honor their
obligations under the ZENECA Indemnity for claims properly presented by us. It is possible, however, that disputes could arise
between the parties concerning the.effect of contractual language and that we-would have to subject our claims for cleanup expenses,
whrch could be substantial, to the contractually -established arbitration process. 4

Ploneer Americas Seller<. Indemmty In connection w1th the, 1995 transaction pursuant to which we acqurred all of the outstandrng
common stock and other equity interests.of a predecessor of Pioneer Americas from the holders of those interests. (the “Sellers™), the
Sellers agreed to indemnify us and our affiliates for certain environmental remediation obligations, arising prior to the closing date
from or relating to certain plant sites or arising before or after the closing date with respect to certain environmental liabilities relating
to certain properties and interests held by us for the benefit of the Sellers (the “Contingent Payment Properties”). Amounts payable in
respect of such liabilities would generally be payable as foliows: (i) out of specified reserves established on the predecessor’s balance
sheet at December 31, 1994; (ii) either by offset against the amounts payable under the $11.5 million in notes payable by us to the
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Sellers, or from amounts held in an account (the “Contingent Payment Account”) established for the deposit of proceeds'from the
Contingent Payment Properties; and (iii) in certain circumstances and subject to specified limitations, out of the personal assets of the
Sellers. To the extent that liabilities exceeded proceeds from the Contingent Payment Properties, we would be limited, for a ten-year
period, prmc1pa11y to our rights of offset against the Sellers’ notes to cover such liabilities.

In 1999 disputes arose between us and the Séllers as to the proper scope of the i‘ndemnity’. During June 2000, we effected an
agreement with the Sellers, pursuant to which we, in exchange for cash and other consideration, relieved the Sellers from their
environmental indemnity obligations and agreed to transfer to the Sellers the record title to the Contingent Payment Properties and the
$0.8 million remaining cash balance in the Contingent Payment Account that we determined to be in excess of anticipated
environmental liability. The cash balance in the Contingent Payment Account at the time of this transaction was $6.1 million. This
cash balance was not previously reflected on our balance sheet since a right of setoff existed.

A third-party environmental analysis that was performed onall of our sites subject to the indemnity provided the basis for the
anticipated environmental liability. We then adjusted the remediation reserve on our balance sheet to the discounted future cash flows
for estimated environmental remediation. As a result of the above transaction and the new environmental analysis, we reported a pre-
tax gain of $1.8 million during the second quarter-of 2000, which was reflected as a reduction of cost of sales. As indicated above, we
are no longer discounting the environmental liabilities and related receivables, which are now recorded at their undiscounted: amounts
of $11.6 million at December 31, 2002. : :

OCC Tacoma Indemnity. We acquired the chlor-alkali facility in Tacoma from OCC Tacoma, Inc. (“OCC Tacoma”), a subsidiary
of OxyChem, in June 1997. In connection with the acquisition, OCC Tacoma agreed to indemnify us with respect to certain
environmental matters, which indemnity is guaranteed by OxyChem. In general, OCC Tacoma has agreed to indemnify us against
damages incurred for remediation of certain environmental conditions, for certain environmental violations caused by pre-closing
operations at the site and for certain common law claims. The conditions subject to the indemnity are sites at which "hazardous
materials have been released prior to closing as a result of pre-closing operations at the site. In addition, OCC Tacoma has agreed to
indemnify us for certain costs relating to releases of hazardous materials from pre-closing operations at the site into- the Hylebos
Waterway, site.groundwater containing certain volatile organic compounds that. must: be remediated under an RCRA permit, and
historical disposal areas.on the embankment adjacent to the site for maximum periods of 24 or 30 years from the June 1997 acquisition
date, depending upon the particular condition, after which we will have full responsibility for any remaining liabilities with respect to
such conditions. OCC Tacoma may obtain an early expiration date for certain conditions by obtaining a discharge of liability or an
approval letter from a-governmental authority. At this time we cannot determine if the presently anticipated remediation work will be
completed prior to the expiration of the indemnity or if additional remedial requirements will be imposed thereafter.

OCC Tacoma has also agreed to indemnify us against certain other environmental conditions and environmental viclations caused
by pre-closing operations that are identified after-the closing. Environmental conditions that are subject to formal agency action before
June 2002 or to an administrative or court order before June 2007, and environmental violations that are subject to an administrative or
court order before June 2002, will be covered by the. indemnity up to certain dollar.amounts and time limits. We have agreed to
indemnify OCC Tacoma for environmental conditions and environmental violations identified after the closing if (i) an order or
agency action is not imposed within the relevant time frames or (ii) applicable expiration dates or dollar limits are reached. As of
December 31, 2002; no orders or agency actions had been imposed.

The EPA has advised OCC Tacoma and us that we have been named as a “potentially responsible party” in connection with the
remediation of the Hylebos Waterway in Tacoma, by virtue of our current ownership of the Tacoma site. The state Department of
Ecology notified OCC Tacoma and us of its concern regarding high pH groundwater in.the Hylebos Waterway embankment area and
has requested additional studies. OCC Tacoma has acknowledged its obligation to indemnify us against liability with respect to the
remediation activities, subject to the limitations included in the indemnity agreemeént. We have reviewed the time frames currently
estimated for remediation of the known environmental conditions associated with the plant and adjacent areas, including the Hylebos
Waterway, and we presently believe that we will have no material liability upon the . termination of OCC Tacoma’s indemnity.
However, the OCC Tacoma indemnity is subject to limitations-as to dollar amount and duration, as well as certain other conditions,
and there can be no assurance that such indemnity will be adequate to protect us, that remediation will proceed on the present
schedule, that it will involve the presently anticipated remedial methods, or that unanticipated conditions will not be identified. If these
or other changes occur, we could incur a materlal Liability for which we are not insured or indemnified.

PCI Canada Acquisition Indemnity. In connection with our acquisition of the assets of PCI Canada in 1997, Imperial Chernical

Industrials PLC (“ICI”) and certain of its affiliates (together the “ICI .Indemmitors”) agreed to indemnify us for certain liabilities
associated with environmental matters-arising from pre-closing operations of the Canadian facilities. In particular, the ICI Indemnitors
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have agreed to retain unlimited responsibility for environmental liabilities associated with the Cornwall site, liabilities arising out of
the discharge of contaminants into rivers and marine sediments and liabilities arising out of off-site disposal sites. The ICI Indemnitors
are also subject to a general environmental indemnity for other pre-closing.environmental matters. This general indemnity will
terminate on October 31, 2007, and is subject to a limit of $25 million (Cdn). We may not recover under the environmental indemnity
until we have incurred cumulative costs of $1 million (Cdn), at which point we may recover costs in excess of $1 million (Cdn). As of
December 31, 2002, we had incurred no cumulative costs towards the $25 million (Cdn) indemnity.

- With respect to the Becancour and Dalhousie facilities, the ICI Indemnitors have agreed to be responsible under the general
environmental indemnity for 100% of the costs incurred in the first five years after October 31, 1997 and for a decreasing percentage
of such costs incurred in the following five years. Thereafter, we will be responsible for environmental liabilities at such facilities
(other than liabilities arising out of the discharge of contaminants into rivers and marine sediments and liabilities arising out of off-site
disposal sites). We have agreed to indemnify ICI for environmental liabilities arising out of post- closrng operations and for liabilities
arising out of pre- closmg operations for which we are not indemnified by the ICI Indemnitors. Co

In March 2003 we initiated arbitration proceedings to resolve a dispute with ICI regarding the applicability of certain of ICI’s
covenants with respect to approximately $1.3 million of equipment modification.costs that we incurred to achieve compliance with air
emissions standards at the Becancour facility. We believe that the indemnity provided by ICI will be adequate to address the known
environmental liabilities at the acquired facilities, and that residual liabilities, if any, incurred by us will not be material.

Risks

Our operatmg results could be negatwely affected durmg economic downrurns ) : :

The businesses of most of our customers are, to varying degrees cychcal and have hrstoncally experienced periodic downturns.
These economic and industry downturns have been characterized by diminished product demand, excess manufacturing capacity and,
in most cases, lower average selling prices. Therefore, any significant downturn in our customers’ markets or in global economic
conditions could result in a reduction in demand for our products and could adversely affect our results of operations and financial
condition. As a result of the depressed economic conditions beginning in the fourth quarter of 2000 and continuing throughout 2001
and into 2002, our vinyls, urecthanes and pulp and paper customers had lower demand for our chlor-alkali products. This lower demand
materially adversely affected our business and results of operations. While demand from the vinyl and urethane industries increased
during the latter half of 2002, providing positive benefits to our business and results of operations, domestic economic condmons are
still uncertain and could materrally adversely affect demand for our products in 2003 or thereafter.

- Although-we sell only a small percentage of our products directly to customers. abroad, a large part of our financial performance is
dependent upon economies beyond the United States and Canada. Our customers sell a portion of their products abroad and caustic
soda is often imported from overseas when market conditions make it economical to do so. As a result, our business is affected by
general economic conditions and other factors beyond the United States and Canada, including fluctuations in interest rates, market
demand, labor costs and other factors beyond our control. The demand for our customers’ products, and therefore, our products, as
~ well as the domestic supply of caustic soda, is directly affected by such fluctuations. There can be no assurance that events having a
material adverse effect on the industry in which we operate will not occur or continue, such as a further downturn in the world
economies, increases in interest rates, unfavorable currency fluctuations or a prolonged slowdown in the mdustnes which consume our
chlor-alkali products.

Our profitability could be reduced by declines in average selling prices.

Our historical operating results reflect the cyclical.and sometimes transitory nature of the chemical industry. We experience cycles
of fluctuating supply and demand in our chlor-alkali products business, which result in changes in selling prices. Periods of high
demand, tight supply and increasing operating margins tend to result in increased capacity and production until supply exceeds
demand, generally followed by periods of oversupply and declining prices. For example, in 1995 and 1996, the chlor-alkali industry
was very profitable due to a tight supply/demand balance, which resulted in both higher operating rates and higher ECU prices. Higher
profits led to reinvestment to expand capacity. This new capacity became operational in 1998 and 1999, resulting in industry over-
capacity. This imbalance was exacerbated by falling demand as a result of the Asian financial crisis. The supply/demand imbalance
resulted in both lower operating rates and lower ECU prices, and in 1999, many chlor-alkali producers had operating losses. The
supply/demand balance improved due to improved economic conditions in 2000 compared to 1999, and ECU prices increased in 2000
compared to 1999. As the U.S. and world economies deteriorated in 2001 and early 2002, the chlor-aikali industry again experienced a
" period of oversupply because of lower industry demand for both chlorine and caustic soda. That in turn led to a reduction in industry
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capacity, including the idling of our own Tacoma chlor-alkali facility. Beginning in mid-2002, a combination of higher industry
demand and reduced industry capacity resulted in an increase in ECU prices.

When demand for chlorine is high and operational capacity is expanded accordingly, an increase in the supply of both chlorine and
caustic soda occurs since chlorine and caustic soda are produced in a fixed ratio. In that event the price of caustic soda may be
depressed if there is insufficient demand for the increased supply. This imbalance may have the short-term effect of limiting our
operating profits as improving margins in chlorine may be offset by declining margins in caustic soda. When demand for chlorine
declines to a level below plant operational capacity and available storage is filled, production operations must be curtailed, even if
demand for caustic soda has increased. This imbalance may also have the short-term' effect of limiting our operating profits as
improving margins in caustic soda may be offset by both declining margins in chlorine and the reduced production of both products.
When substantial imbalances occur, we will often face reduced prices or take actions that could have a material adverse effect on our
results of operations and financial condition.

Most of our customers consider price one of the most significant factors when choosing among the various suppliers of chlor-alkali
products. We have limited ability to influence prices in this large commodity market. Decreases in the average selling prices of our
products could have a material adverse effect on our profitability. While we strive to maintain or increase our profitability by reducing
costs through improving production efficiency, emphasizing higher margin products, and by controlling selling and administration
expenses, we cannot provide any assurance that these efforts “will be sufficient to offset fully the effect of changes in pncmg on
operating results.

Because of the cyclical nature of our business, we cannot provide any assurance that pricing or profitability in the future will be
comparable to any particular historical period. We cannot provide any assurance that the chlor-alkali industry will not experience
adverse trends in the future, or that our operating results and/or financial condition will not be materially adversely affected by them.

Higher energy prices can impair our ability to produce chlor-alkall products economically and adversely impact our results of
operations.

Energy costs comprise the largest component of the raw material costs associated with producing chlor-alkali products. As a result,
and because we have limited ability to influence pricing, increases in the cost of energy can materially adversely affect our results of
operations and may cause our production of chlor-alkali products to become uneconomical. Increases in natural gas prices increase our
cost of operations at our facilities that procure their power from sources that rely on natural gas to generate power. Likewise, drought
conditions can have the effect of increasing the price that our facilities must pay to procure power from sources that rely on
hydropower to produce energy, and drought conditions or other factors that decrease the availability of hydropower may cause us to
have to purchase power from other, more expensive sources. As a result of the settlement of our dispute with CRC,.the power
requirements of our Henderson facility are now primarily based on market rates (rather than the below-market rates under the
contracts that were assigned to the Southern Nevada Water Authority) and supplied from sources that rely on natural gas to generate
power, rather than hydropower, and natural gas based power has generally been more costly than hydropower and has experienced
greater price volatility in the past. The current contract with CRC terminates in 2006, and in the absence of an extension of the term it
will be necessary to seek an alternative arrangement for the purchase of power for our Henderson facility, and any such arrangement
might involve greater costs.

To the extent our competitors are able to secure less expensive power than we are due to their geographic location or otherwise, we
will be unable to compete economically with them in terms of price. We are unable to predict the future impact that energy prices may
have on the results of our operations. See * - Pricing, Production, Distribution and Marketing” above.

The restrictive terms of our indebtedness may limit our ability to grow and compete and prevent us from fulfilling our obligations
under our indebtedness. :

As of December 31, 2002, we had approximately $214.7 miilion of Senior Secured Debt outstanding, as well as $12.4 million of
other notes. Our borrowings under the Revolver as of February 28, 2003 were $15.2 million. As of that date, our $30 million
Revolver commitment was subject to borrowing base limitations related to the level of accounts receivable, inventory and reserves,
and was further reduced by letters of credit that were outstanding on that date. As a result, on February 28, 2003, our additional
availability- under the Revolver was approximately $11.5 million and our Liquidity was $13.1 million. Our operating flexibility is
limited by covenants contained in our debt instruments, including our Senior Notes and Revolver, which limit our ability to incur
additional indebtedness, prepay or modify debt instruments, create additional liens upon assets, guarantee any obligations, sell assets
and make dividend payments. Our compliance with the covenants contained in our debt instruments could limit our ability to grow
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and compete and prevent us from fulfilling our obligations under those debt instruments.

Our Revolver requires us to generate a specified amount of Lender-Defined EBITDA. We cannot provide any assurance that we
will generate the necessary level of earnings, and our failure to do so would constitute a default under the Revolver, unless the lender
under our Revolver agrees to waive the default. A defavlt, if not.waived, could have a material adverse effect on our business,
financial condition and results of operations. A default under our Revolver, which would also constitute a default under our Senior
Notes, would give 'the lender under the Revolver and the holders of the Senior Notes the right to cause the acceleration of all
indebtedness outstanding thereunder. This would cause us to suffer a rapid loss of liquidity and we would lose the ability to operate on
a day-to-day basis. In addition, the lender under our Revolver may refuse to make further advances if a material adverse change in our
business, prospects, operations, results of operatlons assets, liabilities or condition: (ﬁnanc1a1 or otherw1se) has occurred.

Our Lender-Defined EBITDA for the nine months ended December 31, 2002 was a positive $1.2 million, and our Lender-Defined
EBITDA for the three months ended December 31, 2002 was a negative $10.7 million. Those amounts were less than the amounts
required under the Revolver covenant for those periods.. Since in the absence of a fourth quarter 2002 asset impairment charge of
$16.9 million (as discussed above) our Lender-Defined EBITDA would have exceeded the covenant requirement, the lender under our
Revolver has waived our noncompliance with the covenant requirement. We anticipate that as a result of an additional asset
impairment charge in the first quarter of 2003, we will also be required to seek a waiver from the lender under our Revolver with
respect to our compliance with the covenant requirement for that quarter. In addition, we anticipate that impairment charges for the
fourth quarter of 2002 and the first quarter of 2003 will likely result in the need for future waivers from the lender under our Revolver,
since the impairments will have a negative effect on Lender-Defined EBITDA for the twelve-month periods ending each quarter
through March 31, 2004. Lo o - .

During March 2002, the lender under the Revolver advised us that it believed that a'material adverse change had occurred,
although it continued to fund loans under the Revolver. In order to address concerns about adverse changes in our financial condition
and the possibility that we might not comply with the financial covenant included in the Revolver during the remainder of 2002, we
had discussions with the lender on the proposed terms of an amendment to the Revolver. The lender rescinded its notice that a
material adverse change had occurred. We entered into the April 2002 amendment to our Revolver (the “First Amendment”) to (i)
revise the Revolver’s financial covenant to exclude the effects of changes in the fair value of derivative instruments, (ii) eliminate the
availability .of interest rates -based on the London interbank offered rate (“LIBOR™) and (iii) replace the previously applicable margin
over the prime rate (the “Previous Rate”) with the Previous Rate plus 2.25% for all loans that are and will be outstanding under the
Revolver.. We paid a forbearance fee of $250,000 in connection with the First Amendment.. Also in connection with the First
Amendment, we agreed with our lender to effect another amendment to further revise the financial covenant to exclude realized gains
and losses (except to the extent such losses are paid. by us):on derivatives, to take into account our expectations for the amount of
Lender-Defined EBITDA that would be generated during 2002 as agreed to by the lender, and to add such other financial covenants to
the Revolver as the lender deemed necessary to monitor eur performance in meeting such projections. The June 2002 amendment to
the Revolver (the “Second Amendment”) requires us-to meet the Lender-Defined EBITDA amounts set forth above and adds the
additional financial covenants contemplated in the First Amendment. The additional.covenants require us to maintain Liquidity(as
defined in the Second Amendment) of at least $5.0 million, and limit capital expenditure levels to $20.0 million in 2002 and $25.0
million in each fiscal year thereafter. At December 31, 2002, our liquidity was $14.2 million. Capital-expenditures were $10.6 million
during 2002. We estimate capital expenditures will be approximately $13.2 million during 2003. See “ - Matters Affecting our
Liquidity” above and Item 7 “Management’s Discussion and Analysis of Financial Condition and Results of Operatlons - Liquidity
and Capital Resources” in Part II of this report. - . ‘ S e Lo .

Our Tranche A Notes prov1de that, within 60 days after each calendar quarter during 2003 through 2006, we are required to
redeem (i) $2.5 million principal amount of Tranche A Notes if Pioneer Americas’ EBITDA for such calendar quarter is greater than
$20 million but less than $25 million, (i) $5 million principal amount of Tranche A Notes if Pioneer Americas’ EBITDA for such
calendar quarter is greater than $25 million but less than $30 million and (iii) $7.5 million principal amount of Tranche A Notes if
Pioneer Americas’ EBITDA for such calendar quarter is greater than $30 million, in each case plus accrued and unpaid interest
thereon to the redemption date, provided that, if Pioneer Americas’ excess cash flow for specified periods during 2003 through 2006,
when multiplied by a percentage determined by reference to its average liquidity, is greater than the applicable principal amount
above, then we must redeem the greater principal amount of Tranche A Notes. As a consequence of these redemption requirements,
we will not be able to apply any significant amount of our'income from operations to.the expansion of our business or otherwise until
we have redeemed the Tranche A Notes. In addition, we may be required to redeem some or all of the Tranche A Notes due to the
increase in Pioneer Americas” EBITDA resulting from non-cash transactions, including the settlement with CRC.
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Our ability to generate cash depends on many factors beyond our control. We may not be able to generate sufficient cash to service
our debt, which may require us to refinance our indebtedness on less favorable terms or default on our scheduled debt payments.

Our ability to generate sufficient cash flow from operations to make scheduled payments on our debt depends on a range of
economic, competitive and business factors, many of which are outside our control. We cannot provide any assurance that our
business will generate sufficient cash flow from operations. If we are unable to meet our.expenses and debt obligations, we may need
to refinance all or a portion of our indebtedness, sell assets or raise equity.

As of December 31, 2002, we had approximately $214.7 million of indebtedness under various loan agreements, including the
Revolver, which expires in 2004, the Tranche A Notes due in 2006 and the 10% Senior Secured Notes due in 2008. As of February
28, 2003, our borrowings under our $30 million Revolver were $15.2 million. To the extent that we continue to need access to this
amount of committed credit, it will be necessary to extend or replace our Revolver on or before its expiration in 2004. We will also
need to redeem or refinance our outstanding Senior Notes on or before their respective due dates. The success of our future financing
efforts may depend, at least in part, on:

. general economic and capital market conditions;

. credit availability from banks and other financial institutions;

° investor confidence in us and thé market in which we operate;

. mainteqancg of acceptable credit ratings;

. market expectations regarding our future earnings and probable cash flows;

. market perceptions of our ability to access capital markets on reasonable terins; and
e provisions of relevant tax and securities laws.

We cannot provide any assurance that we would be able to refinance any of our indebtedness, sell assets or raise equity on
commercially reasonable terms or at all, which could cause us to default on our obligations and impair our liquidity. Our inability to
generate sufficient cash flow to satisfy our debt obligations, or to refinance our obligations on commercially reasonable terms, would
have a material adverse efféct on our business, financial condition and results of operations, as well as on our ability to satisfy our debt
obligations. See ** - Recent Developments” and “ — Matters Affecting our Liquidity” above and Item 7, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations - Liquidity and Capital Resources” in Part II of this report.

We face industry credit risks from concentration of customer base.

In 2002, approximately 26% of our revenues was generated by sales of products for use in the pulp and paper industry. Poor
economic conditions affecting the pulp and paper industry could make it more difficult to collect amounts due from customers in that
industry and could reduce future demand for our products from such customers, and as a result there could be a material adverse effect
on our financial condition, results of operations or cash flows.

Uncertainty regarding our financial condition may adversely impact our relationship with our trade creditors and our customers.

Due to prevailing market conditions and other business factors, the uncertainty of our financial condition could cause our suppliers
and customers to do business with us only on terms that are more burdensome than those that characterize our current relationship or
they may decide to curtail our current business relationship with them. As a resulit, we could face liquidity issues that could adversely
affect our results of operations. There can be no assurances with respect to any actions that our trade creditors, competitors or
customers might take in this regard.
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We face competition from other chemical companies, which could adversely affect our revenues and financial condition.

The chlor-alkali industry in which we operate is highly competitive. We encounter competition in price, delivery, service,
performance, and product recognition and quality, depending on the product involved. Many of our competitors are larger, have
greater financial resources and have less debt than we do. Among our competitors are two of the world’s largest chemical companies,
OxyChem and Dow. Because of their greater financial resources, these companies may be better able to withstand severe price
competition and volatile market conditions. If we do not compete successfully, our business, financial condition and results of
operations could be materially adversely affected. See * - Competition” above.

We have ongoing environmental costs, which could have a material adverse effect on our financial condition,

The nature of our operations and products, including the raw materials we handle, exposes us to a risk of liabilities or claims with
respect to environmental matters. We have incurred, and will continue to incur, significant costs and capital expenditures in complying
with these environmental laws and regulations. '

The ultimate costs and timing of environmental liabilities are difficult to predict. Liability under environmental laws relating to
contaminated sites can be imposed retroactively and on a joint and several basis. One liable party could be held responsible for all
costs at a site, regardless of fault, percentage of contribution to the site or the legality of the original disposal. We could incur
significant costs, including cleanup costs, natural resources damages, civil or criminal fines and sanctions and third-party claims, as a
result of past or future violations of, or liabilities under, environmental laws. In addition, future events, such as changes to or more
rigorous enforcement of environmental laws, could require us to make additional expenditures, modify or curtail our operations and/or
install pollution control equipment. See *“ - Environmental Regulation - U.S.” and * - Environmental Laws - Canada” above and Item
7 “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Part II of this report.

We are entitled to be indemnified by various third parties for particular environmental costs and liabilities associated with real
property sold to us by those third parties. We could incur significant costs upon the inadequacy of the coverage limits or termination
or expiration of one or more of these indemnification agreements, or if an indemnifying party is unable to fulfill its obligation to
indemnify us. See * - Indemnities” above. '

Our facilities are subject to operating hazards, which may disrupt our business.

We are dependent upon the continued safe operation of our production facilities. Our production facilities are subject to hazards
associated with the manufacture, handling, storage and transportation of chemical materials and products, including leaks and
ruptures, chemical spills or releases, pollution, explosions, fires, inclement weather, natural disasters, unscheduled downtime and
environmental hazards. From time to time in the past, incidents have occurred at our plants, including particularly hazardous chlorine
releases, that have temporarily shut down or otherwise disrupted our manufacturing, causing production delays and resulting in
liability for injuries, although no such incident has occurred since 1995. Our operating and safety procedures are consistent with those
established by the chemical industry as well as those recommended or required by federal, state and local governmental authorities.
However, we cannot provide any assurance that we will not experience these types of incidents in the future or that these incidents
will not result in production delays or otherwise have a material adverse effect on our business, financial condition or results of
operations.

We maintain general liability insurance and property and business interruption insurance with coverage limits we believe are
adequate. However, because of the nature of industry hazards, we cannot provide any assurance that liabilities for poliution and other
damages arising from a major occurrence will not exceed insurance coverage or policy limits or that adequate insurance will be
available at reasonable rates in the future.

The distribution of our products may be disrupted by various events.

We distribute a large portion of the hazardous chemicals that we produce by railcar, and the rail transportation system in the
United States and Canada is subject to various hazards that are beyond our control, such as derailments or weather-related delays. The
U.S. transportation system is currently the subject of intensified examination as a result of the risk of terrorist activities, and
procedures that may be adopted to deal with that risk may make the distribution of our products more difficult and expensive. The
implementation of any such procedures could have a material adverse effect on our business, financial condition or results of
operations.
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Availability of our operating loss carryforward may be limited by the Internal Reveniue Code.’

We have net operating loss carryforwards (“NOLs”) for income tax reporting purposes, which may be available for offset against
future federal taxable income if generated during the carryforward period. As the result of our emergence from bankruptcy and certain
changes in the ownership of Pioneer, the utilization of pre-emergence NOLs is subject to limitation under the Internal Revenue Code
and may be substantially and permanently restricted. In addition, while post-emergence NOLs are not subject to limitation, the future
realization of such NOLs depends on our ability to maintain adequate liquidity and to generate sufficient taxable income within the
carryforward periods. The limitation on NOL utilization may adversely affect our after-tax cash flow in future periods.

We are dependent upon a limited number of key suppliers.

The production of chlor-alkali products principally requires electricity, salt and water as raw materials, and if the supply of such
materials were limited or a significant supplier failed to meet its obligations under our current supply arrangements, we could be
forced to incur increased costs which could have a material adverse effect on our financial condition, results of operations or cash
flows.

Employees

As of December 31, 2002, we had 652 employees, 299 of which are covered by collective bargaining agreements. Seventy-nine of
our employees at our Henderson, Nevada facility are covered by collective bargaining agreements with the United Steelworkers of
America and with the International Association of Machinists and Aerospace Workers that are in effect until March 13, 2004. At our
Becancour facility, 139 employees are covered by collective bargaining agreements with the Communication, Energy and
Paperworkers Union that are in effect until April 30, 2006, and 28 employees at our Cornwall facility are represented by the United
Steelworkers Union, with a collective bargaining agreement that expires in November 2003. Forty-five of our employees at the
Dalhousie, New Brunswick plant are covered by a collective bargaining agreement with the Communication, Energy and
Paperworkers Union of Canada that is in effect until May 2007. Eight employees at our Tacoma bleach facility are covered by a
collective bargaining agreement with the Teamsters Union that is in effect until January 2006. Our employees at other production
facilities are not covered by union contracts or collective bargaining agreements. We consider our relationship with our employees to
be satisfactory, and we have not experienced any strikes or work stoppages.

Financial Information About Geographic Areas

For financial information about our geographic areas of‘opera‘t'ion, please see the table in Note 15 of our consolidated financial
statements, which presents revenues attributable to each of our geographic areas for the years ended December 31, 2002, 2001 and
2000 and assets attributable to each of our geographic areas as of December 31, 2002 and 2001.

item 2. Properties
Facilities

The followmg table summarizes information regarding our principal production, dxsmbunon ‘and storage facilities as of
February 28, 2003. All property is owned by us unless otherwise indicated.

LOCATION ’ MANUFACTURED PRODUCTS
Becancour, Quebec Chlorine and caustic soda
o Hydrochloric acid
Bleach
Hydrogen

St. Gabriel, Louisiana . Chlorine and caﬁstic soda
Hydrogen

Henderson, Nevada Chlorine and caustic soda
Hydrochloric acid
Bleach -
Hydrogen
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LOCATION ) MANUFACTURED PRODUCTS
Dathousie, New Brunswick Chlorine and caustic soda
Sodium chlorate
Hydrogen

Cornwall, Ontario* ' Hydrochloric Acid
‘ ' Bleach
Cereclor(R) chlorinated paraffin
IMPAQT(R) pulping additive

Tracy, California* Bleach
Chlorine repackaging

Santa Fe Springs, California* Bleach
‘ Chlorine repackaging

Tacoma, Washington (2 sites) Bleach
Chlorine repackaging
Calcium chloride
Terminal facility

* Leased property

" Becancour, Québec. The Becancour facility is located on a 100-acre site in an industrial park on the deep-water St. Lawrence
Seaway. The facility was constructed in 1975, with additions in 1979 and 1997. Annual production capacity is 340,000 tons of
chlorine, 383,000 tons of caustic soda and 150,000 tons of hydrochloric acid. In addition, the site has a bleach production facility
capable of producing 9,600 tons of bleach per year. Approximately 82% of the Becancour facility’s production is based on diaphragm
cell technology, and more efficient membrane cell technology accounts for the remaining approximately 18% of production. ‘

St. Gabriel, Louisiana. The St. Gabriel facility is located on a 100-acre site near Baton Rouge, Louisiana. Approximately 228 acres
adjoining the site are available to us for future industrial development. The St. Gabriel facility was completed in 1970 and is situated
on the Mississippi River with river frontage and deepwater. docking, loading and unloading facilities. Annual production capacity at
the St. Gabriel facility is 197,000 tons of chlorine and 216,700 tons of caustic soda, using mercury cell technology.

Henderson, Nevada. The Henderson facility is located on a 374-acre site near Las Vegas, Nevada. Approximately 70 acres are
developed and used for production facilities. The Henderson facility, which began operation in 1942 and was upgraded and rebuilt in
1976-1977, uses diaphragm cell technology. Annual production capacity at the Henderson facility is 152,000 tons of chlorine, 167,200
tons of caustic soda and 130,000 tons of hydrochloric acid. In addition, the facility is capable of producing 180,000 tons of bleach per
year. The Henderson facility is part of an industrial complex shared with three other manufacturing companies. Common facilities and
property are owned and managed by subsidiaries of Basic Management, Inc. (“BMI”), which provide common services to the four site
companies. BMI’s facilities include extensive water and high voltage power distribution systems and access roads.

Dalhousie, New Brunswick. The Dalhousie facility. is located on a 36-acre site along the north shore of New Brunswick on the
Restigouche River. The Dalhousie facility consists of a mercury cell chlor-alkali plant built in 1963 and expanded in 1971 and a
sodium chlorate plant built in 1992. Annual production capacity is 36,000 tons of chlorine, 40,000 tons of caustic soda and 22,000
tons of sodium chlorate.

Cornwall, Ontario. The Cornwall units are located on leased portions of a 36-acre site on the St. Lawrence River in Cornwall,
Ontario, which portions are leased under a lease expiring in the year 2007, with two five-year renewal options. The facilities consist of
a bleach plant with an annual production capacity of 236,000 tons, a Cereclor(R) chlorinated paraffin plant capable of producing 9,800
tons per year, an IMPAQT(R) pulping additive plant capable of producing 3,000 tons per year and a hydrochloric acid plant with an
annual production capacity of 14,700 tons.

Tracy, California. The Tracy facility includes a bleach production plant capable of producing 233,000 tons per year and a chlorine
repackaging plant on a 15-acre tract. The land at the facility is leased under a lease expiring in the year 2005, with two five-year
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renewal options.

L

Santa Fe Springs, Califofnia. The Santa Fe Springs facility includes a bleach production plant capable of producing 180,000 tons
per year and a chlorine repackaging plant on a 4.5-acre tract. The land at the facility is leased under a lease expiring in 2008.

Tacoma, Washington. The Tacoma bleach facility serves the Pacific Northwest market. The bleach production facility, which has
an annual production capacity of 90,000 tons, and a chlorine repackaging facility are located on a five-acre company-owned site in
Tacoma, Washington. The separate, now-idled Tacoma chlor-alkali plant is located on a 31-acre site which is part of an industrial
complex on the Hylebos Waterway in Tacoma, Washington. The chlor-alkali plant, which used both diaphragm cell and membrane
cell technology, was upgraded and expanded in the late 1970s and in 1998, and has rail facilities as well as docks capable of handling
ocean-going vessels. The site is now used for the production of calcium chloride, with annual capacity of 8,800 tons, and as a terminal
facility.

Other Facilities. Our corporate headquarters is located in leased office space in Houston, Texas under a lease terminating in 2006.
We also lease office space in Montreal, Quebec under a lease terminating in 2011.

Item 3. Legal Proceedings

From time to time and currently, we are involved in litigation relating to claims arising out of our operations in the normal course
of our business. We maintain insurance coverage against potential claims in amounts that we believe to be adequate. During the course
. of our bankruptcy proceedings, Tacoma Power, a municipally-owned utility, filed a claim in the amount of $2.1 million with respect to
amounts owed by us to Tacoma Power prior to the filing of the bankruptcy petition. Tacoma Power has asserted that as a result of a
state statutory provision, its claim gave rise to a lien against our Tacoma chlor-alkali plant site, so that it is entitled to a cash payment
of $2.1 million in full satisfaction of its claim in accordance with the provisions of our plan of reorganization. The Bankruptcy Court
has ruled that Tacoma Power’s claim is not secured by a lien; consequently, Tacoma Power is entitled to the receipt of a pro rata
portion of the 300,000 shares of our common stock allocated by the plan of reorganization to unsecured claims, rather than a cash
payment. Tacoma Power has appealed that decision to the U.S. District Court for the Southern District of Texas, and the parties are
waiting for a decision from that court.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted during the fourth quarter of 2002 to a vote of security holders.
Item 4A. Executive Officers of the Registrant

The names, ages and current offices of our executive officers, each of whom is to serve until the officer’s successor is elected or
appointed and qualified or until the officer’s death, resignation or removal by the Board of Directors, are set forth below.

NAME AND AGE AGE , OFFICE ,
Michael Y. McGovern ........ 51  Director, President and Chief Executive Officer
Gary L. Pittman................... 47  Vice President and Chief Financial Officer
James E. Glattly ......cccoouve.e 56  Vice President, Sales and Marketing
David A. Scholes ................ 57  Vice President, Manufacturing
Kent R. Stephenson............. 53 Vice President, General Counsel and Secretary

Michael Y. McGovern has served as President and Chief Executive Officer since September 2002. He has been a director of
Pioneer since December 31, 2001. From April 2001 until January 2003, he was President and Chief Executive Officer and a director
of Coho Energy, Inc., a publicly-held oil and gas exploitation, exploration and development company. From 1998 to March 2000, he
was Managing Director of Pembrook Capital Corporation, a privately held company involved in providing advisory services to
distressed or constrained energy companies, and from July 1993 to October 1997 he was Chairman and Chief Executive Officer of
Edisto Resources Corporation and Convest Energy Corporation, which are publicly-held oil and gas exploration and development
companies. He also serves as a director of Goodrich Petroleum Corporation, a public oil and gas company.

Gary L. Pittman has served as Vice President and Chief Financial Officer since December 2002. From April 2000 to September

2002 he was Vice President and Chief Financial Officer of Coho Energy, Inc. From August 1999 to March 2000 he was Chief
Financial Officer of Bell Geospace, Inc., a privately-held data-based oil service company. From 1998 to 1999 he served as a
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consultant to Perception, Inc., a privately-held kayak manufacturer, and from 1995 to 1997, he was Executive Vice President, Chief
Financial Officer and Treasurer of Convest Energy Corporation, a publicly-held oil and gas exploration and production company.

James E. Glattly has served as Vice President, Sales and Marketing since August 2001. He was Vice President, Marketing from
March 2001 to August 2001, Senior Vice President, Sales & Marketing - West from June 1999 to March 2001, and President of a
predecessor of Pioneer Americas from December 1996 to June 1999. He was Vice President, Sales and Marketing of predecessors of
Pioneer Americas from 1988 1o 1996. : ‘ .

David A. Scholes has served as Vice President, Manufacturing since March 2001. He was Vice President, Manufacturing - U.S.
from November 1999 to March 2001, and Vice President - Manufacturing of a predecessor of Pioneer Americas from January 1997 to
November 1999. Prior to that time, he was manager of Occidental Chemical Corporation’s Houston chemical complex.

Kent R. Stephenson has served as Vice President, General Counsel and Secretary since June 1995, He was Vice President, General
Counsel and Secretary of a predecessor of Pioneer Americas from 1993 to 1995. Prior to 1993, he was Senior Vice President and
General Counsel of Zapata Corporation, then an oil and gas services company.

CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

We are including the following discussion to inform our existing and potential security holders generally of some of the risks and
uncertainties that can affect our company and to take advantage of the “safe harbor” protection for forward-looking statements that
applicable federal securities law affords. e

From time to time, our management or persons -acting on our behalf make forward-looking statements to inform existing and
potential security holders about our company. These statements may include projections and estimates concerning the timing and
success of specific projects and our future prices, liquidity, backlog, revenue, income and capital spending. Forward-looking
statements are generally accompanied by words such as “estimate,” “project,” “predict,” “believe,” “expect,” “anticipate,” “plan,”
“forecast,” “budget,” “goal” or other words that convey the uncertainty of future events or outcomes. In addition, sometimes we will
specifically describe a statement as being a forward-looking statement and refer to this cautionary statement.

Various statements this report contains, including those that express a belief, expectation or intention, as well as those that are not
statements of historical fact, are forward-looking statements. Those forward-looking statements appear in Item 1 “Business,” Item 2
“Properties” and Item 3 “Legal Proceedings” in Part I of this report and in Item' 7 “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” Item 7A “Quantitative and Qualitative Disclosures About Market Risk” and in the
Notes to the consolidated financial statements incorporated into Item 8 of Part II of this report and elsewhere in this report. These
forward-looking statements speak only as of the date of this report, we disclaim any obligation to update these statements, and we
caution against any undue reliance on them. We have based these forward-looking statements on our current expectations and
assumptions about future events. While our management considers these expectations and assumptions to be reasonable, they are
inherently subject to significant business, economic, competitive, regulatory and other risks, contingencies and uncertainties, most of
which are difficult to predict and many of which are beyond our control. These risks, contingencies and uncertainties relate to, among
other matters, the following:

. general economic, business and market conditions, including economic instability or a downturn in the markets
served by us;

. the cyclical nature of our product markets and operating results;

. competitive pressurés affecting selling prices and Voiﬁtﬁes;

J the supply/demand balance for 6ur products, including tﬁe impact of excess industry capacity;

. the occurrence of unexpected Iﬁanufacturing interrup‘tions/outages, including those occurring as a result of

production hazards;

. failure to fulfill financial covenants contained in our debt instruments;
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e inability to make scheduled payments on or refinance our indebtedness;

° * loss of key customers or suppliers;

° higher than expected raw material and utility costs;

° disruption of transportation or higher than expected transportation and/or logistics costs;

o environmental costs and other ‘éxpénditures in excess of those projected;

o changes in laws and regulations inside or outside the United States;

° uncertainty with respect to interest rates; and

o the occurrence of extraordinéry events, such as the attacks on the World Trade Center and The Pentagon that

occurred on September 11, 2001, or the war in Iraq.

We believe the items we have outlined above are important factors that could cause our actual results to differ materially from
those expressed in a forward-looking statement made in this report or elsewhere by us or on our behalf. We have discussed most of
these factors in more detail elsewhere in this report. These factors are not necessarily all the important factors that could affect us.
Unpredictable or unknown factors we have not discussed in this report could also have material adverse effects on actual results of
matters that are the subject of our forward-looking statements. We do not intend to update our description of important factors each
time a potential important factor arises. We advise our security holders that they should (i) be aware that important factors we do not
refer to above could affect the accuracy of our forward-looking statements and (ii) use caution and common sense when considering
our forward-looking statements.

PART II
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
Recent Sales of Unregistered Securities

On December 31, 2001, our plan of reorganization became effective. Under the plan of reorganization, (i) an aggregate of
10,000,000 shares of our common stock were issued to persons who were our creditors immediately prior to the effectiveness of the
plan of reorganization and (ii) the holders of our senior secured debt existing immediately prior to the effectiveness of the plan of
reorganization received $200 million principal amount of new senior secured debt. The shares issued to creditors and the new senior
secured debt were issued in exchange for our debt and other obligations which were outstanding immediately prior to the effectiveness
of the plan of reorganization. The common stock and the new senior secured debt were issued in reliance on an exemption from the
registration requirements of the Securities Act of 1933 provided by Section 1145(a)(1) of the U.S. Bankruptcy Code.

Marker Price of and Dividends on-Common Equity and Related Stockholder Matters

Our common stock is currently quoted on the OTC Bulletin Board under the symbol “PONR.” The Class A common stock existing
before our reorganization was listed and traded on the NASDAQ SmallCap Market under the symbol “PIONA.” There was no
established trading market for our Class B common stock that existed prior to our reorganization. The NASDAQ SmallCap Market
delisted our Class A common stock on January 12, 2001 after which time the Class A common stock traded on the OTC Bulletin
Board under the symbol “PIOAE” until its cancellation on December 31, 2001. On December 31, 2001, all shares of our Class A
common stock and Class B common stock existing before our reorganization were cancelled and new shares of our common stock
were issued. On February 20, 2002, our newly issued common stock began trading on the OTC Bulletin Board. As of March 11, 2003
we had 10,000,000 shares of common stock outstanding and had 672 shareholders of record. The last sale of shares of our common
stock on March 26, 2003 as quoted on the OTC Bulletin Board, was at a price of $4.00.

The following table contains information about the high and low sales price per share of (i) our Class A common stock before our

plan of reorganization became effective on December 31, 2001, and (ii) our common stock following the effectiveness of our plan of
reorganization. Sales price information for periods on or before January 12, 2001 reflect prices reported by the NASDAQ SmaliCap
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Market. Sales price information for periods from January 12, 2001 to December 31, 2002 reflects quotes from the OTC Bulletin
Board. Information about OTC bid quotations represents prices between dealers, does not include retail mark-ups, mark-downs or
commissions, and may not necessarily represent actual transactions. Quotations on the OTC Bulletin Board are sporadic and currently
there is no established public trading market for our common stock.

As our Class A common stock was cancelled on December 31, 2001, the prices set forth on the following table for 200! are not
relevant to or indicative of the present or future value of our newly issued common stock.

—SALES PRICE
HIGH _LOW

Currently outstanding shares -- 2002
Fourth Quarter $375 $150
Third Quarter 4.00 1.62
Second Quarter 2.87 0.96
First Quarter 3.19 1.70

Cancelled Class A shares -- 2001

Fourth Quarter $0.08 $0.00
Third Quarter 0.18 0.01
Second Quarter 0.75 0.03

First Quarter 2.00 0.63
Dividend Policy

We currently do not anticipate paying dividends on our common stock. The covenants in the agreements related to our Senior
Secured Debt prohibit the payment of dividends on our common stock, other than dividends payable solely in our common stock, so
long as any Senior Secured Debt remains outstanding. Unless we prepay amounts outstanding on our Senior Secured Debt, we will
have borrowings outstanding thereunder until December 31, 2008. Any determination to declare or pay dividends out of funds legally
available for that purpose after repayment of our Senior Secured Debt will be at the discretion of our board of directors and will
depend on our future earnings, results of operations, financial condition, capital requirements, future contractual restrictions and other
factors our board of directors deems relevant. No cash dividends have been declared or paid during the three most recent fiscal years.

Equity Compensation Plan Information

The following table presents information regarding our 2001 Employee Stock Option Plan as of December 31, 2002:
Number of securities
remaining available

‘ - for future issuance
Number of securities Weighted average under equity

to be issued upon exercise price of  compensation plans
exercise of outstanding (excluding securities
outstanding options,  options, warrants - reflected in column
warrants and rights and rights (a))
Plan category ' (a) B (b) (c)
Equity compensation plans approved by '
security holders® .........cccoeevvreivinreennn. 718,000 $2.96 282,000
Equity compensation plans not approved i '
by security holders ........c.c.c.o..... RPN : -- -= --
Total ..o 718,000 ' - $2.96 282,000

* The adoption of our 2001 Employee Stock Option Plan was included in our plan of reorganiiation, as confirmed by the Bankruptcy
Court after approval by our creditors.
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Ttem 6. Selected Financial Data

The following selected consolidated financial information is derived from our consolidated financial statements for periods both
before and after emerging from bankruptcy protection on December 31, 2001. Certain amounts have been reclassified in prior years to
conform to the current year presentation. Per share information for our company prior to our emergence from bankruptcy (the
“Predecessor Company”)- reflects 7% stock- dividends on the Predecessor Company’s Class A common stock and Class B common
stock in 1999 and 1998. No cash dividends were declared or paid for the periods presented below. The data should be read in
conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated
financial statements including the related notes.

The consolidated statements of operations information for the year ended December 31, 2002 and the consolidated balance sheet
information at December 31, 2002 and December 31, 2001 reflects the financial position and operating results after the effect of the
plan of reorganization and the application of the principles of fresh start accounting in accordance with the provisions of Statement of
Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptcy Code” (“SOP 90-77). Accordingly, such
financial information is not comparable to the historical financial information before December 31, 2001.

YEAR ENDED DECEMBER 31, :
2002 | 2001 2000 1999 1998
(IN THOUSANDS, EXCEPT PER SHARE DATA)
SUCCESSOR
COMPANY PREDECESSOR COMPANY
Statement of Operations Data:

REVEIUES .....eeuieeeeieieveeieeete e eeeme e es e et eaesetesennetaneas $ 316,910 $ 383,482 § 402,908 $ 354421 $ 441,706
Cost of sales — product (1) .... . 297,157 349,061 370,997 343,688 358,811
Cost of sales — derivatives. (12.877) (10.725) -- -- --
Gross Profit.....cccerccnicennininccineenieneneene 32,630 45,146 31,911 10,733 82,895
Selling, general and administrative expenses . 23,121 41,526 43,424 49,580 50,162
Change in fair value of derivatives ...........ccccocevvveneenn. (23,566) 110,837 -- -- --
Asset impairment and other charges (2)......ccccvveereneane 21,409 12.938 - -- 1,661
Operating income (108S) .....cccvveriennne . 11,666 (120,155) ~ (11,513) (38,847) 31,072
Interest expense, net (3).... . (18,891) (36,010) (56,328) (51,927) (50,521)
Reorganization items (4)... -- (6,499) -- -- -
Fresh start adjustments (5) -- (106,919) - -- ' -
Other InCome, NEL{0) ...ovcvvveiieeirerieniie e e 1,687 1.169 3,309 14,176 1.755
Loss before income taxes and extraordinary ‘

TEBITIS v voeetieeeceee et eee e eas et b ve s e s sanssste b etesbearnsnese (5,538) (268,414) (64,532) (76,598) (17,694)
Income tax (expense) benefit (7) .o 781 (3.123) (41.031) 26,214 4,677
Net loss before extraordinary item...........cocoovviiiviinnnns . 4,757) (271,537 (105,563) (50,384) (13,017)
Extraordinary gain, net of tax (8).....c..ccocvvvernvincinnas - 414,312 - - -

Net iNCOME (10SS) ...vvvvvierrieereierisisirieneereaesreeeeseeeeieneaes $ (4757 $ 142775 $(05563) $ (50384) § (13.017)
Net loss before extraordinary item per share:
basic and diluted ........cco.eovveienrrienreinnree e (048 $ (2353 $_(9.15). $ (438 & (1.14)
Other Financial Data:
Capital eXpenditires ...c...covrieeeerervervcrermercrieeisens $ 10,615 $ 13,112 % 18,697 $ 28318 $ 34,739
Depreciation and amortization............. . 24,926 46,810 50,242 54,713 50,316
Net cash flows from operating activities.... 250 32,906 13,137 (52,349) 39,337
Net cash flows from investing activities ... . (8,568) (12,879) (15,819) (15,159) (34,424)
Net cash flows from findncing activities........ccoeoeunnn. 6,392 (21,489) 4,486 17,658 (2,264)
SUCCESSOR COMPANY PREDECESSOR COMPANY
Balance Sheet Data:
TOLAl ASSELS ..ooviieeeicievie e eee et ce e e e eneeaens e enes $ 474,146 $ 706912 | $ 590,037 $ 680,606 $ 731,442
Total long-term debt (exclusive of current
maturities), and redeemable preferred stock (9)......... 207,463 208,701 9,586 600,223 589,668
Stockholders’ equity (deficiency in assets) ... 1,252 10,527 (132,324) (26,702) 23,553

(1) During March 2001 there was a 50% curtailment of the operations at our Tacoma chlor-alkali plant, and in March 2002 the
Tacoma chlor-alkali plant was idled. In addition, Pioneer stopped amortizing goodwill effective January 1, 2002, in accordance
with SFAS 142.

(2) Asset impairment and other charges for 2002 includes a $16.9 million impairment loss relating to our Tacoma chlor-alkali
facility. Asset impairments and other charges in 2001 include $9.1 million of restructuring expenses for severance and
professional fees incurred prior to the Chapter 11 bankruptcy filings, and a $3.8 million loss from an asset impairment. See Note
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16 to the consolidated financial statements.

Interest expense for 2001 excludes contractual interest of $21.8 million, which was not recorded in accordance with SOP 90-7 as
it related to compromised debt. : :

Reorganization items include legal and professional fees and expenses incurred subsequent to the Chapter 11 bankruptcy filings
and executive retention bonuses, offset by gains from individually-negotiated settlements of certain pre- petltlon liabilities. See
Note 4 to the consolidated financial statements.

(5) For information regarding fresh start adjustments, see Note 4 to the consolidated financial statements.

(6) Other income in 1999 included a $12.0 million gain on the sale of our 15% partnership interest in Saguare Power Company.

(7) Income tax expense in 2000 includes a valuation allowance of $67.8 million reducing U.S. deferred tax assets to zero. See Note
19 to the consolidated financial statements.

(8) An extraordinary gain of $414.3 million related to debt cancelled in accordance with the plan of reorganization was recorded in
2001, net of income tax expense of $8 7 million.

(9) Because we were in default under various loan agreements on December 31, 2000, $597.7 million of debt outstanding under
various agreements was classified as a current liability on our consolidated balance sheet.

Item 7. Management’s Discussion and'Analysis of Financial Condition and Results of Operations

All statements in this report, other than statements of historical facts, including, without limitation, statements regarding our
business strategy, plans for future operations and industry conditions, are forward-looking statements made pursuant to the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995. These forward-looking statements are subject to various risks,
uncertainties and assumptions, including those we refer to under the heading “Cautionary Statement Concerning Forward-Looking
Statements” in Part 1 of this report. Although we believe that the expectations reflected in such forward-looking statements are
reasonable, because of the inherent limitations in the forecasting process, as well as the relatively volatile nature of the industries in
which we operate, we can give no assurance that those expectations will prove to have been, correct. Accordingly, evaluation of our
future prospects must be made with caution when relying on forward-looking information.

Overview

Pioneer Companies, Inc. and its subsidiaries have manufactured and marketed chlorine, caustic soda and related products in North
America since 1988. We conduct our primary business through our operating subsidiaries: PCI Chemicals Canada Company (which
we refer to as PCI Canada) and Pioneer Americas LLC (which we refer to as Pioneer Americas).

Chlorine and caustic soda are commodity chemicals which we believe are the seventh and sixth most commonly produced
chemicals, respectively, in the United States, based on volume; and are used in a wide variety of applications and chemical processes.
Caustic soda and chlorine are co-products, concurrently produced in a ratio of approximately 1.1 to 1 through the electrolysis of salt
‘water. An electrochemical unit, which we refer to as an ECU, consists of 1.1 tons of caustic soda and 1 ton of chlorine.

Chlorine is used in 60% of all commercial chemistry, 85% of all pharmaceutical chemistry and 95% of all crop protection
chemistry. More than 15,000 products, including water treatment chemicals, plastics, detergents, pharmaceuticals, disinfectants and
agricultural chemicals, are manufactured with chlorine as a raw material. Chlorine is also used directly in water disinfection
applications. In the United States and Canada, virtually all public drinking water is made safe to drink by chlorination, and a
significant portion of industrial and -municipal wastewater is treated with chlorlne or chlorine derivatives to kill water-borne
pathogens.

Caustic soda is a versatile chemical alkali used in a diverse range of manufacturing processes, including pulp and paper
production, metal smelting and oil production and refining. Caustic soda is combined with chlorine to produce bleach, which is used
for water treatment and as a cleaning disinfectant. Causti¢ soda is also used as an active ingredient in a wide variety of other end-use
products, including detergents, rayon and cellophane.:
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We believe that we are the seventh largest chlor-alkali producer in North America, with approximately 5% of North American
production capacity. We currently own and operate the following four chlor-alkali plants in North America that produce chlorine and
caustic soda and related products: : :

LOCATION MANUFACTURED PRODUCTS
Becancour, Quebec Chlorine and caustic soda
- Hydrochloric ac1d
Bleach
Hydrogen

St. Gabriel, Louisiana Chlorine -and caustic soda
Hydrogen™ - - :

- Henderson, Nevada : Chlorine and caustic soda -
: - Hydrochloric acid
Bleach
Hydrogen

Dalhousie, New Brunswick Chlorine and caustic soda
Sodium chlorate
Hydrogen

Effective March 15, 2002, we idled our Tacoma, Washington chlor-alkali plant, which reduced our currently utilized annual
production capacity from approximately 950,000 ECUs to approximately 725,000 ECUs. The Tacoma chlor-alkali plant site is now
being used principally as a terminal to serve our customers in the Pacific Northwest. The four facilities that we now operate produce
chlorine and caustic soda for sale in the merchant markets and for use as raw materials in the manufacture of our downstream
products. Some of the important characteristics of our chlor-alkali plants are as follows:

e our Becancour facility is a low-cost productlon facility, wmch results in part from that facility’s use of
hydropower;

e our St. Gabriel facility has three pipelines that allow ut us to efﬁmently transport and supply chlorine to customers
in Louisiana;

s our Henderson facility is the only currently operating chlor-alkali production facility in the western region of
the United States, which provides us with a strong regional presence, transportation cost advantages and a
consistent and reliable source of supply for our bleach production and chlorine repackaging operations in
California and Washington; and

¢ our idled Tacoma facility represents a means of increasing our productlon capac1ty to take greater advantage of
any sustained market upturn.

We also operate two bleach production and chlorine repackaging facilities in Santa Fe Springs and Tracy, California and one
bleach production and chlorine repackaging facility in Tacoma, Washington. We distribute these products to municipalities and
selected commercial markets in the western United States through various distribution ¢hannels. All of the chlorine and caustic soda
used as raw materials at these facilities is supplied by our chlor-alkali facilities. Our Cornwall, Ontario facility produces hydrochloric
acid, bleach, chlorinated paraffins sold under the brand name Cereclor(R), and IMPAQT(R), a proprietary pulping additive.

Emergence from Bankruptcy

On December 31, 2001, we and our direct and indirect wholly-owned subsidiaries emerged from protection under Chapter 11 of
the U.S. Bankruptcy Code, and on the same date PCI Canada emerged from protection under the provisions of Canada’s Companies
Creditors’ Arrangement Act. On that date, our plan of reorganization, which was conﬁrmed by the U.S. Bankruptcy Court on
November 28, 2001, became effective.

Upon emergence from bankruptcy, our Senior Secured Debt aggregated $206.7 million, consisting of the Senior Guaranteed Notes
due 2006 in the aggregate principal amount of $45.4 million, the Senior Floating Notes due 2006 in the aggregate principal amount of
$4.6 million, the 10% Senior Secured Notes due 2008 in the aggregate principal amount of $150 million, and the Revolver with a $30
million commitment and a borrowing base restriction, borrowings under which were used shortly after our emergence from
bankruptcy to replace $6.7 million of debtor-in-possession financing which was outstanding as of December 31, 2001. The Senior
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Secured Debt requires payments of interest in cash and the related agreements contain various covenants including financial covenants
in our Revolver (which if violated will create a default under the cross-default provisions of the Senior Notes) that obligate us to
comply with certain cash flow requirements. The interest payment requirements of the Senior Secured Debt and the financial
covenants in the Revolver were set at levels based on financial projections of an assumed minimum ECU netback and do not
accommeodate significant downward variations in operating results.

The financial results for the twelve months ended December 31, 2001 were affected by our filing for reorganization under Chapter
11 of the U.S. Bankruptcy Code and a parallel filing under the Canadian Companies Creditors’ Arrangement Act on July 31, 2001 and
our emergence from bankruptcy on December 31, 2001, the effective date of our plan of reorganization. Qur post-emergence
consolidated financial statements reflect results after the consummation of the plan of reorganization and the application of the
principles of fresh start accounting in accordance with the provisions of SOP 90-7. See Note 4 to the consolidated financial statements.
The company as it existed prior to our emergence from bankruptcy (which we refer to as the Predecessor Company) and the Successor
Company after adopting fresh start accounting are different reporting entities and the consolidated financial statements are not
comparable.

Critical Accounting Policies and Estimates

We apply those accounting policies that we believe best reflect the underlying business and economic events, consistent with
generally accepted accounting principles. Inherent in such policies are certain key assumptions and estimates that we have made. Our
more significant accounting policies include those related to derivatives, long-lived assets, accruals for long-term employee benefit
costs such as pension, postretirement and other postemployment costs, fevenue recognition, environmental liabilities, inventory
reserves, allowance for doubtful accounts, and income taxes. ’ -

Fresh Start Accounting. We applied fresh start accounting to the consolidated balance sheet as of December 31, 2001 in
accordance with SOP 90-7. Under fresh start accounting, a new reporting entity is considered to be created and the recorded amounts
of assets and liabilities are adjusted to reflect their estimated fair-values at the date fresh stait accounting is applied. See Note 4 to the
consolidated financial sta‘tements, which, together with the notes related to these statements, we refer to in this report as our
“consolidated financial statements.” ‘

Planned Major Maintendnce Activities. In connection with the application of fresh start accounting, we adopted a policy of
expensing major maintenance costs when incurred. Such costs are incurred when major maintenance activities are performed on our
chlor-alkali plants. The change in accounting policy affects the accounting for major maintenance at St. Gabriel, since previously the
costs were amortized over the period, generally two years or more, between major maintenance activity. We incurred $1.6 million of
major maintenance expenses at St Gabriel in the fourth quarter of 2002. We perform major maintenance at our other chlor-alkali
plants on an annual basis. ‘

Derivatives. We account for the Approved Derivatives and the Disputed Derivatives based upon the fair value accounting methods
prescribed by Statement of Financial Accounting Standard 133, “Accounting For Derivative Instruments and Hedging Activities,” as
interpreted and amended (“SFAS 133”). SFAS 133 requires that we determine the fair value of the instruments in our portfolios of
Approved Derivatives and Disputed Derivatives and reflect them in our balance sheet at their fair values. Changes in the fair value
from period to period for the Approved Derivatives and the Disputed Derivatives are recorded in our income statement each period.
We have settled. our dispute with CRC and do not believe that derivative accounting will have a future impact on our financial
statements subsequent to the recognition of the estimated gain from the settlement.-One of the primary factors that had an impact on
our results each period was the price assumptions used to value the derivative instruments. Some of these instruments had quoted
market prices. However, we were required to use valuation techniques or models to estimate the fair value of instruments that were not
traded on an active exchange or that had terms that extended beyond the time period for which exchange-based quotes were available.
These modeling techniques required estimates of future prices, price correlation, interest rates and market volatility and liquidity. The
estimates also reflected modeling risk, credit risk of the transaction counterparties and operational risk. The amounts we reported in
our financial statements changed as these estimates were revised to reflect-actual results, changes in market conditions or other factors,
many of which were beyond our control. Additional information on the Approved Derivatives and the Disputed Derivatives appears
in Notes 3 and 24 to the consolidated financial statements and Item 7A “~ Quantitative and Qualitative Disclosures about Market
Risk” below. . » D

Long-Lived Assets. Key assumptions: include the estimate of useful lives and the recoverability of carrying values of fixed assets
and goodwill. In assessing the recoverability of long-lived assets, we must make assumptions regarding estimated future cash flows
and other factors to determine the fair value of the assets. Such estimates could be significantly modified and/or the carrying values of
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the assets could be impaired by such:factors as new technological developments, new chemical industry entrants with significant raw
material cost advantages, uncertainties associated with the United States and world economies, the cyclical nature of the chemical
industry, and uncertamtles associated with governmental actions.

Long-Term Employee Benefit Costs. Key assumptions include the long-term rate of return on pension assets, the ‘annual rate of
inflation of health care costs and the applicable interest rate. Effective December 31, 2002, we decreased our interest rate assumption
for the U.S. plans. The interest rate decrease and lower-than-expected returns on plan asséts are expected to increase our net periodic
pension and post-retirement benefits expense by approximately $1 million in 2003.

Revenue Recognition. We recognize revenue from product sale at the time of shipment and when collection is reasonably assured.
We classify amounts billed to customers for shipping and handling as revenues, with related shipping and handling costs included in
cost of goods sold. Such revenues do not involve difficult, subjective, or complex judgments.

Environmental Liabilities. - We establish reserves for environmental matters and other contingencies when it is probable that a
liability has been incurred and the amount of the liability is reasonably estimable. If the contingency is resolved for an amount greater
or less than has been accrued, or our share of the contingency increases or decreases, or other assumptions relevant to the development
of the estimate were to change, we would recogmze an add1t10na1 expense or beneflt in income in the period such determination was
made ; : .

Inventory Reserves: We establish lowerof cost or market reserves for our raw materials and finished goods inventory as needed. If
we do not accurately estimate the lower of cost or market of our inventory and it is determined to be undervalued, we may have over-
reported our cost of sales in‘previous periods and would be required to recognize sich additional operating income at the time of sale.
We maintain reserves for slow moving and obsolete inventory items equal to the d1fference between the carrying cost of the inventory
and the estimated market value. ,

- Allowance for Doubtful Accounts. We maintain allowances for doubtful accounts for estimated losses resulting from the inability
of our customers to make required payments and the unwillingniess of our customers to make required payments due to disagreements
regarding product price. Allowance for doubtful accounts are -based on historical experience and known factors regarding specific
customets and industries in which they operate. If the financial condition of our customers were to detenorate resulting in an
impairment of their ability to make payments addxtlonal allowances would be requlred )

.

Income Taxes. We have 51gn1ﬁcant amounts of deferred tax assets that are reviewed periodically for recoverability. These:assets
are evaluated by using estimates of future taxable:income streams and the impact of tax planning strategies. Valuations related to tax
accruals and assets could be impacted by changes to tax codes, changes in the statutory tax rates and our future taxable income levels.
We have provided a valuation allowance for the full amount of the U.S. net deferred tax assets due to uncertainties relating to
limitations on utilization under the Internal Revenue Code and our ab111ty to generate sufﬁ01ent taxable income within the
carryforward period. : BEREE <

© We perlodlcally update our estimates used in the preparatlon of the financial statements based on our latest assessment of the
current and projected business and general economic environment.

Liquidity and Capital Resources

Our Senior Secured Debt consists of the Senior Guaranteed Notes due 2006 in the aggregate principal amount of $45.4 million, the
Senior Floating Notes due 2006 in the aggregate principal amount of $4.6 million, 10% Senior Secured Notes due 2008 in the
aggregate principal amount of $150 million, and the Revolver with a $30 million eommitment and a borrowing base restriction. The
Senior Secured Debt requires payments of interest in cash and the related agreements contain various covenants including financial
covenants.in our Revolver (which if vielated will create a default under the cross-default provisions of the Senior Notes) that obligate
us to comply with certain cash flow requirements. The interest payment requirements of the Senior Secured Debt and the financial
covenants in the Revolver were set at levels based on financial projections of an assumed minimum ECU netback and do not
accommodate significant downward variations in operating results.

The debt agreements also contain.covenants limiting our ability to, among other things, incur additional indebtedness, prepay or
modify debt instruments, grant additional liens, guarantee any obligations, sell assets, engage in another type of business or suspend or
terminate a substantial portion of business, declare or.pay dividends, make investments, make capital expenditures in excess of certain
amounts, or make use of the proceeds of borrowings for purposes other than those specified in the agreements. The agreements also
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include customary events of default, including a change of control under the Revolver. Borrowings under the Revolver will generally
be available subject to the accuracy of all representations and warranties, including the absence of a material adverse change and the
absence of any default or event of default. :

We are required to redeemn the Tranche A Notes from and to the extent of net cash proceeds of certain asset sales, new equity
issuances in excess of $5 million and excess cash flow (as defined in the related agreements). We also have a redemption obligation if
certain levels of Pioneer Americas’ EBITDA are realized, as discussed below, or if there is a change of control.

The holders of the 10% Senior Secured Notes may require us to redeem 10% Senior Secured Notes with net cash proceeds of
certain asset sales and of new equity issuances in excess of $35 million (if there is no indebtedness outstanding under the Tranche A
Notes). In addition, the holders may require us to repurchase all or a portion of the notes upon the occurrence of a change of control.

The obligations under the Revolver are secured by liens on our accounts receivable and inventory, and the obligations under the
Senior Notes are secured by liens on substantially all of our other assets, with the exception of certain assets that secure the obligations
under certain other long-term liabilities.

Our ECU netback averaged $270 in 2002, while the projections prepared in connection with our plan of reorganization assumed an
average ECU netback of approximately $300. The low ECU netback experienced during 2002 created lower than anticipated liquidity,
and we responded by cutting costs and reducing expenditures, including idling manufacturing capacity and laying off operating and
administrative employees. Unless the anticipated improvement in operating margins as a result of increased product prices occurs, we
may not have the liguidity necessary to meet all of our debt service and other obligations in 2003, and we may be unable to satisfy the
financial covenants in the Revolver. The amount of liquidity ultimately needed by us to meet all of our obligations going forward will
depend on a number of factors, some of which are uncertain, -although the recent resolution of our derivatives dispute with CRC has
reduced some of the uncertainty as to our future liquidity needs.

The amount of liquidity ultimately needed by us to meet all of our obligations going forward will depend on a number of factors,
some of which are uncertain. We will need to realize the anticipated improvement in operating margins as a result of increases in
ECU prices in order to be able to meet all of our obligations during 2003. Should we not realize the anticipated increases, additional
amendments of or waivers under the debt agreements, or deferrals of payments, will likely be necessary. We cannot provide any
assurance that we will be able to obtain these amendments, waivers or deferrals. Should our cash flow be insufficient to meet our
obligations, we will have to take appropriate action including refinancing, restructuring or reorganizing all or a portion of our
indebtedness, defer payments on our debt, sell assets, obtain additional debt or equity financing or tae other actions, including seeking
protection under Chapter 11 of the U.S. Bankruptcy Code and under Canada’s Companies Creditors’ Arrangement Act.

We amended our Revolver in April 2002 and-again in June 2002. We entered into the amendments to the Revolver to revise a
financial covenant requirement to exclude the effects of changes in the fair value of derivative instruments and any realized gains and
losses (except to the extent pzid by us) on derivatives, eliminate the availability of interest rates based on the LIBOR, and replace the
previously applicable margin over the prime rate with the Previous Rate plus 2.25% for all loans that are and will be outstanding under
the Revolver. In connection with the amendments there was an increase in the fees applicable to letters of credit issued pursuant to the
Revolver, to a rate equal to 4.25% times the daily balance of the undrawn amount of all outstanding letters of credit, and we paid a
forbearance fee of $250,000. As amended, one of the covenants in the Revolver requires us to generate at least:

. $5.608 million of Lender-Defined EBITDA during the quarter ending December 31, 2002, and $10.910 million of

Lender-Defined EBITDA during the nine-month period ending on the same date,
. $10.640 million of Lender-Defined EBITDA during the quarter ending March 31, 2003, and
. $21.550 miltion of Lender-Defined EBITDA for. the twelve-month period ending March 31, 2003, and for each

twelve month period ending each fiscal quarter thereafter.

Our Lender-Defined EBITDA for the nine months ended December 31, 2002 was a positive $1.2 million, and our Lender-Defined
EBITDA for the three months ended December 31, 2002 was a negative $10.7 million. Those amounts were less than the amounts
required under the Revolver covenant for those periods. In the absence of a $16.9 million asset impairment charge, our Lender-
Defined EBITDA would have exceeded the covenant requirement, and our lender under our Revolver has waived our noncompliance
with the covenant requirement. We anticipate that as a result of an additional asset impairment charge in the first quarter of 2003, we
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will also be required to seek a waiver from the lender under our Revolver with respect to the our compliance with covenant
requirement for that quarter. In addition, we anticipate that impairment charges in the fourth quarter of 2002 and the first quarter of
2003 will likely result in the need for future waivers from the lender under our Revolver, since the impairments will have a negative
effect on Lender-Defined EBITDA for the twelve-month periods ending each quarter through March 31, 2004.

As a result of the amendments, we are also required to maintain Liquidity (as defined) of at’least $5.0 million, and limit our capital
expenditure levels to $20.0 million in 2002 and $25.0 million in each fiscal year thereafter. At December 31, 2002, our Liquidity was
$14.2 million, consisting of borrowing availability of $11.4 million and cash of $2.8 million. Capital expenditures were $10.6 million
during 2002 (a level limited by liquidity constraints) and we estlmate capital expendltures will be approx1mately $13.2 million during
2003. . S

The Revolver also provides that as a condition of borrowings there shall not have occurred any material adverse change in our
business, prospects operations, results of operations, assets, liabilities or condition (financial or otherw1se)

If the 1equ1red Lender-Defined EBITDA level under the Revolver is not met and the lender under the Revolver does not waive our
failure to comply with the requirement, we will be in default under the terms of the Revolver. Moreover, if conditions constituting a
material adverse change occur or have occurred, our lender can exercise. its rights under the Revolver and refuse to make further
advances. Following any such refusal, customer receipts would be applied-to our borrowings under the Revolver, and we would not
have the ability to reborrow. This would cause us to suffer a rapid loss of liquidity and we would lose the ability to operate on a day-
to-day basis. In addition, a default under the Revolver would allow our lender to accelerate the outstanding indebtedness under the
Revolver and would also result in a cross-default under our Senior Notes which would provide the holders of our Senior Notes with
the right to accelerate the $200 million in Senior Notes outstanding and demand immediate repayment.

Our borrowings under the Revolver as of February 28, 2003 were $15.2 million. As of that date, our $30 million Revolver
commitment was subject to borrowing base limitations related to the level of accounts receivable, inventory and reserves, and was
further reduced by letters of credit that were outstanding on that date. As a result, on February 28, 2003, our additional availability
under the Revolver was approximately $11.5 million and our Liquidity was $13.1 million. :

* Our Tranche A Notes provide that, within 60 days after each calendar quarter during 2003 through 2006, we are required to redeem
(1) $2.5 million principal amount of Tranche A Notes if Pioneer Americas” EBITDA for such calendar quarter is greater than
$20 million but less than $25 million, (ii) $5 million principal amount of Tranche A Notes if Pioneer Americas’ EBITDA for such
calendar quarter is greater than $25 million but less than $30 million and (iii) $7.5 million principal amount of Tranche A Notes if
Pioneer Americas’ EBITDA for such calendar quarter is greater than $30 million, in each case plus accrued and unpaid interest
thereon to the redemption date.

Although we will not receive any cash proceeds from our settlement with CRC, we expect the settlement to result in a net gain of
approximately $66 million in the first quarter of 2003. Due to the assignment of our long-term hydropower contracts to the Southern
Nevada Water Authority and the resulting higher energy prices under.the new supply agreement effective in 2003, we expect to record
an approximate $41 million impairment of the Henderson facility as the result of reduced plant profitability estimates. The net impact
of the foregoing, which we expect will increase Pioneer Americas’ EBITDA by approximately $25 million for the first, quarter of
2003, may result in a partial redemption obhoatlon under our Tranche A Notes as described above. Any such redemption would also
accelerate.our obligation to repay approximately $3.6 million in principal and interest on certain other notes.

Excluding the potential impact of the redemption obligation discussed above, in 2003 we expect to have cash requirements, in
addition to operating and administrative costs, of approximately $40.3 million in the aggregate consisting of the following: (i} interest
payments of $19.5 million (comprised of interest on our Senior Notes of $0.7 million on March 31, 2003, $8.2 million on June 30,
2003, $0.7 million on September 30, 2003, and $8.2 on December 31, 2003, and anticipated monthly payments of interest on the
Revolver ranging from $75,000 to $150,000), (ii) capital expenditures of $13.2 million, (iii) bankruptcy-related vendor payments of
$1.0 million, (iv) severance payments of $1.7 million, and (v) contractual debt repayments of $4.9 million. We expect to fund these
obligations through available borrowings under our Revolver and internally-generated cash flows from operations, including changes
m working capital. We can provide no assurance that we will have sufficient resources to fund all of these obligations and
investments. :
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The following table sets forth our obligations and commitments to make future payments under debt agreements, non-cancelable
operating lease agreements, energy commitments, and net electricity forward purchase derivative contracts as of December 31, 2002.
The table excludes option contracts related to. electricity as the exercise of those options was uncertain. Our future liability with
respect to the energy commitments and the net electricity forward purchase derivative contracts listed in the table below has been
resolved in accordance with the settlement of our dispute with CRC. See Item 1 “Business — Recent Developments — Settlement of
Dispute with the Colorado River Commission” in Part I of this report and Item 7A “Quantitative and Quahtatlve Disclosures about
Market Risk” below and Note 24 to the consolidated financial statements. :

Total _ 2003 2004 2005 2006 2007 Thereafter
Long-term debt (a) $ 227055 $ 43887 $ 16253 $ 1,652 $ 51641 $ 855 § 151,767
Short-term debt 1,520 1,520 - - - - -
Leases(b) 50,036 14,908 11,630 6,664 4,998 4,065 7,771
. Electricity (¢) 50,146 9,893 9,893 9,893 9,893 1,268 9,276
Net forward purchase
(sale) contracts(d) - 266,119 43,568 74,063 74,244 74,244

@ Includes the maturity of the Revolver in 2004, the Senior Guaranteed Notes and Senior Floating Notes in 2006 and
the 10% Senior Secured Notes in 2008. The amount outstanding under the Revolver is included as short-term debt
for financial reporting purposes. The timing and amount of payments that are set forth do not take into
consideration any early redemption obligations that may arise.

® Consists primarily of tankcar leases and leases of certain plant facilities and equipment.
© Includes purchase commitments under the hydropower contracts and the forward purchase contracts that were not
treated as derivatives because they were intended to be used in iormal operations. The obligations were terminated
.~ effective January 1, 2003.
‘@ Represents the net notional cost of the forward purchase and sale derivative contracts. See Note 3 to the
consolidated financial statements. The obligations were terminated effective January I, 2003.

Capital and Environmental Expenditures. Total capital expenditures were approximately $10.6 million, $13.1 million and $18.7
million for the years ended December 31, 2002, 2001, and 2000, respectively, and are expected to be approximately $13.2 million for
the year ending December 31, 2003. Total capital expenditures include expenditures for environmental-related matters at existing
facilities of approximately $1.4 million, $2.9 million and $1.8 million for the years ended December 31, 2002, 2001 and 2000,
respectively. Capital expenditures for environmental-related matters are expected to be approximately $4.7 million for the year
ending December 31 2003.

We routinely incur operating expenditures associated with hazardous substance management and environmental compliance
matters in ongoing operations. These operating expenses include items such as waste management, fuel, electricity and salaries. The
amounts of ‘these operating expenses were approximately $3.2 million, $2.7 million and $2.7 million in 2002, 2001 and 2000,
respectively. We do not anticipate an increase in these types of expenses during 2003. We classify these types of environmental
expenditures within cost of sales. At December 31, 2002 and 2001 we maintained an accrual of $11.6 million for environmental
liabilities. ‘ ‘

Net Operating Loss Carrjforward. At December 31, 2002, we had, for income tax purposes, approximately $259 million of U.S.
NOLs. Approximately $59.0 million of the NOLs (the “Successor Company NOLs™) was generated in 2002. The Successor Company
NOLs will expire in 2022 and are not subject to limitation. The remaining $200 million of NOLs (the “Predecessor Company
NOLs™), expiring from 2009 to 2021, were generated prior to our emergence from bankruptcy on December 31, 2001. As a result of
our emergence from bankruptcy and certain changes in the ownership of the Company in 2001, the utilization of the Predecessor
Company NOLs is subject to limitation under the Internal Revenue Code and may be substantially and permanently restricted. The
limitation on NOL utilization may adversely affect our after-tax cash flow in future periods. See Item | “Business - Risks -
Auvailability of our operating loss carryforward may be limited by the Internal Revenue Code” in Part I of this report and Note 19 to
our consolidated financial statements. » :

Foreign Operations and Exchange Rate Fluctuations. We have operating activities in Canada, and we engage in export sales to
various countries. International operations and exports to foreign markets are subject to a number of risks, including currency
exchange rate fluctuations, trade barriers, exchange controls, political risks and risks of increases in duties, taxes and governmental
royalties, as well as changes in laws and policies governing foreign-based companies. In addition, earnings of foreign subsidiaries and
intracompany payments are subject to foreign taxation rules.

A portion of our sales and expenditures are denominated in Canadian dollars, and accordingly, our results of operations and cash
flows may be affected by fluctuations in the exchange rate between the U.S. dollar and the Canadian dollar. In addition, because a
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portion of our revenues, cost of sales and other expenses are denominated in Canadian dollars, we have a translation exposure to
fluctuation in the Canadian dollar against the U.S. dollar. Due to the significance of the U.S. dollar-denominated long-term debt of our
Canadian subsidiary and certain other U.S. dollar-denominated assets and liabilities, the entity’s functional accounting currency is the

U.S. dollar. Currently, we are not engaged in forward foreign exchange contracts but may enter into such hedging activities in the
future. .

Working Capital. Excluding the effect of the net current derivative mark-to-market liability, which decreased by $28.9 million, our
working capital was $3.4 million and $8.7 million as of December 31, 2002 and 2001, respectively. The decrease in working capital
of $5.3 million was due primarily to the payment of bankruptcy-related expenses and pre-petition debt offset by an increase in
amounts borrowed under the Revolver, which are classified as current in the consolidated balance sheet. ‘

Net Cash Flows from Operating Activities. Net cash from operating activities was $0.3 million in 2002, compared to cash from
operations of $32.9 million in 2001. The decrease was primarily due to a $15.9 million increase in cash paid for interest expense, as
well as payments on pre-petition liabilities and a‘decrease in sales revenue resulting from decreased ECU netbacks.

Net Cash Flows used in Investing Activities. Net cash used in investing activities, consisting primarily of capital expenditures, was
$8.6 million in 2002, as compared to $12.9 million in 2001.

‘Net Cash Flows from Financing Activities. Net cash provided by financing activities in 2002 was $6.4 million, versus cash
outflows of $21.5 million in 2001. The 2002 cash inflows were due to net borrowings under the Revolver, offset by scheduled debt

repayments. The 2001 cash outflows were due primarily to scheduled debt repayments and net repayments of amounts outstanding
under the pre- and post-petition revolving credit facilities.

Results of Operations

The following table sets forth certain operating data of the Successor Company and the Predecessor Company for the periods
indicated (dollars in thousands and percentages of revenues). The consolidated statements of operations information for the year
ended December 31, 2002 reflects the operating results. after the effect of the plan of reorganization and the application of the

principles of fresh start accounting. Accordmgly, such financial information is not comparable to the historical financial information
before December 31 2001.

' : o SUCCESSOR ’
: ‘ - COMPANY PREDECESSOR COMPANY
YEAR ENDED DECEMBER 31,
- 2002 T 2001 2000

REVENUES ...t e e s seenene $ 316,910 100% $ 383,482 100% $402,908 100%
Cost of sales — prodict.........ccoceiceennrieecssiennciennas 297,157 94 349,061 91 370,997 92
Cost of sales — derVALVES .........coceverriierenicceeriereneias 12877 _ 4@ (10.72%) [€)) - -
Total cost of SAlES.....c.ccceririenrirrericme e eene 284,280 90 338.336 88 370,997 92
GIOSS PIOFAt 1ovoevveverirnrivee et cesbe s st ena s esees 32,630 10 | 45,146 12 31,911 8
Selling, general and admrmstranve EXPENSeSs ......ccovene 23,121 7 41,526 I8! 43,424 11
Change in fair value of derivatives...........ccooeeveneecnnen. (23,566) (8) 110,837 29 -- --
Asset impairment and other charges........cc..oocoveivnees © 21409 1 12.938 3 - -
Operating income (lOSS) .....ccoceeeariveirerierrieesrerinrensiniienes 11,666 4 (120,155) [€2))] (11,513) 3)
Interest eXpense, NEt......co.vocvvivereeereecermnerecreeniennecens (18,891) 6) (36,010) 9 (56,328) (14)
Reorganization ItemMS..........cuvceveecererenmreenrrnssariensenees -- - (6,499) 2) -- -~
Fresh start adjustments . ......coveeevcereeenneinnncniceneenns : -- -- (106,919) - (28) ' - --
Other INCOME, NEL..cccvvvicreieerieieiriee e ceesiesre e eresee e eees 1,687 - - 1,169 - 3,309 a1
Loss before income taxes and extraordinary _ :

TEITIS.c.ovviemcion ittt (5,538) 2) (268,414) (70) (64,532) (16)
Income tax (expense) benefit ........ 781 - (3.123) (€8] (41.031) jeln)
Net loss before extraordinary item (4,757) ) o (271,537) an (105,563) (26)
Extraordinary gain, net of tax........ - - 414,312 108 -- - .
Net inCOME (I0SS) +uvvvrerernrvrinssseseessssssssssasssssssessosssess $ (4757 Q% | $ 142775 37% $1105.563)  (26)%

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

" Revenues. Revenues decreased by $66.6 million, or approximately 17%, to $316.9 million for the year ended December 31, 2002,
as compared to 2001. The decrease was primarily due to lower ECU netbacks. Our average ECU netback for the year ended
December 31, 2002 was $270, a decrease of approximately 20% from the average netback in 2001 of $336.
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Cost of Sales — Product. Cost of sales — product, decreased approximately $51.9- million, or approximately 15% in 2002 as
compared to 2001. Cost savings resulting from idling the Tacoma plant in March 2002 accounted for approximately $25.5 million of
the decrease, including the impact of a $1.2 million curtailment gain for the Tacoma pension plan. Another $8.2 million of the
decrease resulted from lower depreciation expense due to the revaluation of property, plant and equipment pursuant to fresh start
accounting, The remaining decrease resulted primarily from cost savings from an organizational restructuring and other cost reduction
initiatives, offset somewhat by a $1.4 million inventory adjustment to reduce the amount recorded for stores (spare parts) mventory
based on a physical count, and $1.6 million of planned major maintenance expense at our St. Gabriel facility.

Cost of Sales — Derivatives. Under the supplemental power contract with CRC, CRC was to provide any needed electric power
that exceeded the power provided to our Henderson facility from hydroelectric sources. CRC maintained that it had entered into
various derivative positions, as defined by SFAS 133, under the supplemental power contract, including forward purchases and sales
of electricity as well as options that were purchased or written for electric power. We maintained that CRC engaged in speculative
trading that was not in accordance with the supplemental power contract, that CRC did not obtain proper approval for most of the
trades in accordance with procedures agreed upon by both parties, and that the trades entered into by CRC purportedly on our behalf
were excessive in relation to our power requirements.

Cost of sales — derivatives, represents the estimated net gain from matured derivatives. The estimated net proceeds from matured
derivatives increased $2.2 million from 2001 to 2002 due to variances in the number and type of derivative contracts maturing in 2002
versus 2001. Since CRC had not remitted the cash proceeds from matured derivatives to Pioneer, the amount of the proceeds is
recorded as a receivable from CRC in Pioneer’s balance sheet as part of “Other Assets”. See Item 1 “Business — Recent
Developments — Settlement of Dispute with the Colorado River, Commission” in Part I of this report and Notes 3 and 24 in the
consolidated financial statements.

Gross Profit. Gross profit decreased to 10% in 2002 from 12% in 2001, due to the factors discussed above. Excluding derivatives
items, gross profit margin was 6% in 2002, compared with 9% in 2001.

Selling, General and Administrative Expenses. Selling, general and administrative expenses decreased $18.4 million, or
approximately 44%, for the year ended December 31, 2002, as compared to the year ended December 31, 2001. This decrease is
primarily comprised of non-cash items, including $3.7 million related to a reduction in bad debt expense, $2.3 million resulting from
the absence of amortization of debt issuance costs, which were written off upon emergence from bankruptcy when the related debt
was forgiven, $8.9 million due to the absence of goodwill amortization resulting from the adoption of SFAS 142, “Goodwill and Other
Intangible Assets,” on January 1, 2002, and a $2.4 million decrease in depreciation and amortization expense caused by the
revaluation of property, plant and equipment and intangibles upon emergence from bankruptcy. The remaining decrease is primarily
attributable to cost savings from the organizational restructuring and other cost reduction initiatives.

Change in Fair Value of Derivatives. For 2002, the change in fair value of the derivative positions was a net gain of $23.6 million
of which $18.3 million was related to the Disputed Derivatives and the remaining $5.3 million was related to the Approved
Derivatives. For 2001, the change in fair value of the derivative positions was a net loss of $110.8 million, of which $100.5 million
related to the Disputed Derivatives and $10.3 million related to the Approved Derivatives.” See Item 1 “Business -- Recent
Developments — Settlement of Dispute with the Colorado River Commission” in Part I of this report and Notes 3 and 24 to the
consolidated financial statements.

Asset Impairment and Other Charges. In December 2002, due to increasing power costs and the uncertainty of restarting the -
Tacoma facility, we recorded an impairment of $16.9 million to reduce the book value of the facility to estimated fair value at
December 31, 2002. Asset impairment and other charges in 2002 also included $2.9 million of severance expense, $0.7 million of
Tacoma shut down costs and $0.5 million of legal expenses related to Pioneer’s emergence from bankruptcy. Asset impairment and -
other charges for 2001 included $3.8 million from an asset impairment, $4.8 million of severance expense, and $4.3 million of
professional fees related to Pioneer’s financial reorganization incurred prior to the Chapter 11 filing on July 31, 2001.

Interest Expense, Net. Contractual interest expense, net, decreased by $38.8 million, or 67% during 2002 as compared to 2001.
The decrease resulted primarily from debt forgiveness of $368 million, which represents a 63% decrease from the amount of debt
outstanding immediately prior to emergence from Chapter 11. This decrease from debt forgiveness was partially offset by an increase
in interest rates.

Other Income, Net. Other income, net, for 2002 was primarily comprised of a $1.1 million gain from the sale of assets. For 2001,
other income, net included a sales tax refund of $0.5 million.
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Income Tax Benefit. Income tax benefit for 2002 was $0.8 million, reflecting foreign tax benefit on the net loss of our Canadian
operations. Due to uncertainty as to the use of our U.S. NOLs and other deferred. tax assets in future years, a 100% valuation
allowance amounting to $141.6 million is recorded in connection with our U.S. deferred tax assets at December 31, 2002. During
2002, we recorded a credit of $0.5 million to additional paid-in capital in connection with a refund relating to the carryback of
Predecessor Company NOLs. ~ :

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Revenues. Revenues decreased by $19.4 million, or approximately 5%, to $383.5 million for the year ended December 31, 2001, as
compared to 2000. The decrease was primarily attributable ‘to the sale-of the operations of two former operating subsidiaries
(“Kemwater”) in 2000, which resulted in an $8.7 million decrease in revenues from 2000-to 2001. In addition, sales volumes
decreased, particularly at the Tacoma chlor-alkali facility and amounts billed to customers for shipping, which are included in
revenues but excluded from the ECU netback, decreased $4.6 million, or 8%, in 2001. These decreases were slightly offset by a 3%
increase in the average ECU netback. Our average ECU netback for the year ended December 31, 2001 was $336, an increase of
approximately 3% from the average netback in 2000 of $327. ‘

Cost of Sales — Product. Cost of sales ~ product decreased $21.9 million or approximately 6% in 2001, as compared to-2000. The
decrease was primarily attributable to decreased sales volumes, a. decrease in power. costs of approximately $10 million, an $8.6
million reduction due to the Kemwater sale and a $4.6 million decrease in shipping costs.

Cost of Sales — Derivatives. Cost of sales — derivatives for 2001 was a benefit of $10.7 million, representing the net gain from
matured derivatives. . See Item 1 “Business — Recent Developments — Settlement of Dispute with the Colorado River Commission” in
Part 1 of this report and Notes 3 and 24 to the consolidated financial statements.

Gross Profit. Gross profit increased $13 2 miﬂion resulting in a gross profit margin of 12% in 2001, compared to 8% in 2000,
primarily as a result of a 3% increase in average ECU netback, decreased power costs, and the $10.7 million benefit from matured
derivatives. ,

Change in Fair Value of Derivatives. For 2001, the decrease in fair value of the derivative positions was a net loss of $110.8
million, principally because market power rates decreased substantially. Of the $110.8 million, $100.5 million related to the Disputed
Derivatives and the remaining $10.3 million related to the Approved Derivatives. See Item 1 “Business — Recent Developments —
Settlement of Dispute with the Colorado River Commission™ in Part [ of this report and Notes 3 and 24 to the consolidated financial
statements.. : ‘

Selling, General and Administrative Expenses. Selling, general and administrative expenses decreased $1.9 million, or
approximately 4%, for the year ended December 31, 2001. This decrease is primarily attributed to the Kemwater sale.

Interest Expense, Net. Interest expense, net, decreased in 2001 as a result of contractual interest expense of $21.7 million on debt
subject to compromise in the Chapter 11 proceedings not being recorded in accordance with SOP. 90-7. Contractual interest cost
increased $1.4 million to $57.7 million in 2001 as a result of increased interest rates and borrowing levels. The interest rates related to
the debtor-in possession credit facility were greater than the rates that had been in effect under the previous revolving credit facility.

Reorganization Items. Reorganization items for 2001 of $6.5 million were comprised of $13.4 million of professional fees incurred
subsequent to the Chapter 11 filings, $1.3 million of severance expense and $0.5 million of executive retention bonuses, offset by $8.7
million of gains from court approved settlements of pre petition liabilities.

Fresh Start Adjustments As a result of our reorganization, the application of fresh start accounting under SOP 90-7 resulted in
adjustments totaling $106.9 million, related to the allocation of reorganization value to the fair value of identifiable assets and
liabilities. These items are more fully discussed in Note 4 of our consolidated financial statements.

Other Income, Net. Other income, net, decreased from $3.3 million for the year ended December 31, 2000 to $1.2 million for the
year ended December 31, 2001. For 2001, other income, net included a sales tax refund of $0.5 million. The 2000 amount was the

result of a $3.3 million gain from the sale of certain excess property at our Henderson plant.

Income Tax Expense (Benefit). Income tax expense for 2001 was $3.1 million, reflecting foreign tax expense on the income of our
Canadian operations. Due to recurring losses of our U.S. operations and uncertainty as to the effect of our restructuring on the
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availability and use of our U.S. NOLs, a 100% valuation allowance amounting to $121.8 million was recorded in connection with our
U.S. deferred tax assets at December 31, 2001. During 2001, we recorded a valuation allowance in an amount equal to the benefit
from income taxes generated by the operating losses from our U.S. operations:

Extraordinary Gain, Net of Tax. As a result of our reorganization, we had an extraordinary gain, net of tax, resulting from debt
forgiveness of $414.3 million in 2001.

Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS™)
141, “Business Combinations,” and SFAS 142, “Goodwill and Other Intangible Assets.” SFAS 141 requires that the purchase method
of accounting be used for all business combinations initiated after June 20, 2001. Use of the pooling-of-interest method is prohibited.
SFAS 142 requires that an intangible asset that is acquired shall be initially recognized and measured based on its fair value and was
adopted by us effective December 31, 2001. The statement also provides that goodwill should not be amortized, but must be tested for
impairment annually, or more frequently if circumstances indicate potential impairment.

We allocated reorganization value in connection with the application of fresh start accounting in accordance with SOP 90-7 and
SFAS 141. This allocation included the writeoff of $170.6 million of prior goodwill and resulted in reorganization value in excess of
fair value of identifiable assets of $84.1 million, which related to our Canadian operations. In accordance with SFAS 142, we will not
amortize the reorganization value in excess of fair value, but we will review it for impairment at least annually. Goodwill
amortization expense for the years ended December 31, 2001 and 2000 was $8.9 million and $9.0 million, respectively. For 2001 and
2000, net income (loss), excluding goodwill amortization expense, would have been $149.8 million and $(98.4) million, respectively,
and basic and diluted income (loss) per share, excluding goodwill amortization expense, would have been $12.99 and $(8.53),
respectively. We have provided the additional disclosures required under SFAS 142 in the consolidated financial statements.

In August 2001, the FASB issued SFAS 143, “Accounting for Asset Retirement Obligations.” SFAS 143, which must be applied
to fiscal years beginning after June 15, 2002, addresses the financial accounting and reporting for obligations associated with the
retirement of tangible long-lived assets and the associated asset retirement costs. We are currently evaluating the impact of adopting
FAS 143.

In October 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets." SFAS 144
amends existing accounting guidance on asset impairment and provides a single accounting model for long-lived assets to be disposed
of. Among other provisions, the new rules change the criteria for classifying an asset as held-for-sale. The standard also broadens the
scope of businesses to be disposed of that qualify for reporting as discontinued operations, and changes the timing of recognizing
losses on such operations. We adopted SFAS 144 effective December 31, 2001 and the adoption has not had a material effect on our
results of operations or financial condition.

In April 2002, the FASB issued SFAS 145, “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement
No. 13, and Technical Corrections.” SFAS 145 amended SFAS 13, “Accounting for Leases,” to require sale-leaseback accounting for
certain lease modifications that have economic effects that are similar to sale-leaseback transactions. SFAS No. 145 also rescinds
SFAS No. 4, “Reporting Gains and Losses from Extinguishment of Debt.” Accordingly, gains or losses on the extinguishment of debt
shall not be reported as extraordinary items unless the extinguishment qualifies as an extraordinary item under the criteria of
Accounting Principles Board (“APB) Opinion 30, “Reporting the Results of Operations — Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions.” Gains or losses from
extinguishments of debt that do not meet the criteria of APB No. 30 should be reclassified to income from continuing operations in all
prior periods presented. The provisions of this statement relating to the rescission of SFAS 4 are effective for fiscal years beginning
after May 15, 2002; the provisions of this statement relating to the amendment of SFAS 13 are effective for transactions occurring
after May 15, 2002; and all other provisions of this statement are effective for financial statements issued on or after May 15, 2002.
We adopted SFAS No. 145 effective January 1, 2003 and will reclassify gains on early extinguishments of debt and related taxes
previously recorded as an extraordinary item.

In July 2002, the FASB issued SFAS 146, “Accounting for Costs Associated with Exit or Disposal Activities,” which is effective
for fiscal years beginning after December 31, 2002. SFAS 146 requires that the liability for costs associated with exit or disposal
activities be recognized when incurred, rather than at the date of a commitment to an exit or disposal plan. As required, we will apply
SFAS 146 prospectively to exit or disposal activities initiated after December 31,2002.
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In December 2002, the FASB issued SFAS 148, "Accounting for Stock-Based Compensation, Transition and Disclosure."
SFAS 148 provides alternative methods of transition for a voluntary change to the fair value based method of accounting for stock-
based employee compensation. SFAS 148 also requirés that disclosures of the pro forma effect of using the fair value method of
accounting for stock-based employee compensation be displayed more prominently and in a tabular format. Additionally, SFAS 148
requires disclosure of the pro forma effect in interim financial statements. The transition and annual disclosure requirements of SFAS
148 are effective for fiscal year 2002. We do not expect SFAS 148 to liave a material effect on our results of operations or financial
condition, as we intend to continue to follow APB 25, “Accounting for Stock Issued to Employees.” We have provided the additional
disclosures required by SFAS 148 in the consolidated financial statements.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Market Risk Relating to Electricity Derivatives

The production of chlor-alkali products principally requires electricity, salt and water as raw materials, and energy costs-comprise
the largest component of the raw material costs. We generally procure energy from sources which rely on hydropower or natural gas
as resources. Increases in natural gas prices incréase our cost of operations from our facilities which procure their power from sources
which rely on natural gas to generate power. Likewise, drought conditions can have the effect of increasing the price which our
facilities must pay to procure power from sources which rely on hydropower to produce energy. In addition, drought conditions may
decrease the availability of hydropower and may cause us to have to purchase power from other, more expensive sources. See Item 1
“Business - Pricing, Production, Distribution and Marketing” in Part I of this report.

During all periods prior to January 1, 2003, CRC supplied power.to our Henderson facility pursuant to contracts covering hydro-
generated power, power requirements in excess of hydropower, and power transmission and supply balancing services. CRC is a state
agency established in 1940 to manage federal hydropower contracts with utilities and other customers in Southern Nevada, including
our Henderson facility. Since the low cost hydropower supplied by CRC did not entirely meet our Henderson facility’s power
demands and those of CRC’s other customers, CRC purchased supplemental power from various sources and resold it to us and other
customers.

Approximately 50% of the electric power supply for our Henderson facility was provided under a supplemental supply contract
with CRC. The supplemental supply contract set forth detailed procedures governing the procurement of power by CRC on our behalf.
This agreement was not intended to provide for speculative power purchases on our behalf.

We have recorded a net liability of $87.3 million at December 31, 2002 with respect to various derivative positions executed. by
CRC under the supplemental supply arrangements. The derivative positions consisted of contracts for the forward purchase and sale of
electricity as well as put and call options that were written for electric power. While a portion of the net liability, in the amount of $5.0
million at December 31, 2002, related to the Approved Derivatives, we disputed CRC’s contention that the Disputed Derivatives with
an additional net liability at December 31, 2002, of $82.3 million were our responsibility. At the time, the outcome of the dispute was
in doubt, although all $87.3 million of such net liability is reflected in our December 31, 2002 consolidated balance sheet. CRC
further contended that the Rejected Derivatives, reflecting an additional net liability of $41.0 million as of December 31, 2002 were
our responsibility, although CRC did not provide any documentation of any relationship of those contracts to us. We did not record
any unrealized loss with respect to the Rejected Derivatives, and CRC’s contention that we had any lability with respect to those
derivatives was being contested. See Item 1 “Business — Recent Developments —~ Settlement of Dispute with the Colorado River
Commission” in Part I of this report and Notes 3 and 24 to the consolidated financial statements.

The derivative positions included many types of contracts with varying strike prices and maturity dates extending through 2006.
The fair value of the instruments varied over time based upon market circumstances. The fair value of the derivative positions was
determined for us by an independent consultant using available market information and appropriate valuation methodologies that
included current and forward pricing. Considerable judgment, however, was necessary to interpret market data and develop the related
estimates of fair value. Accordingly, the estimates for the fair value of the derivative positions are not necessarily indicative of the
amounts that could be realized upon disposition of the derivative positions or the ultimate amount that would be paid or received when
the positions were settled. The use of different market assumptions and/or estimation methodologies would result in different fair
values. We believe that the market information, methodologies and assumptions used by the independent consultant to fair value the
derivative positions produced a reasonable estimation of the fair value of the derivative positions at December 31, 2002.

We have recorded as “Other Assets” $14.8 million in cash that CRC collected in the form of premiums (related to options that
expired prior to December 31, 2002). A total of $0.6 million of that amount was attributable to the Approved Derivatives and $14.2
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million was attributable to the Disputed Derivatives. We also recorded as “Other Assets” $6.2 million in estimated proceeds from the
settlement of Approved Derivatives and Disputed Derivatives on their delivery dates during 2002. While the amount of any actual
cash flow effect from the derivative positions would have been determined by electricity prices at the time, based on future price
estimates as of December 31, 2002, the cost of the derivative positions, considered without regard. to other factors, could have ranged
from $17.2 million in 2004 to as high as $25.3 million in 2006. A portion of the-power needs of our Henderson plant were met by two
forward purchases arranged by CRC, which were not -accounted for as derivative transactions as we designated them as purchases in
the normal course of business. Had these two forward purchase contracts been accounted for as derivative transactions, they would
have resulted in a net liability to us of $15.2 million at December 31, 2002. '

As a result of the settlement agreement that was fully executed on March 3, 2003, the dispute with CRC was settled, effective as of
January 1, 2003. See Item 1 “Business — Recent Developments — Settlement of Dispute with the Colorado River Commission” in Part
I of this report, and Note 24 to the consolidated financial statements. -

Other Market Risk -

The table below provides information about our market-sensitive debt instruments and constitutes a “forward-looking statement.”
Our fixed rate debt has no earnings exposure to changes in interest rates. We have certain variable rate instruments that are subject to
market risk. ‘An increase-in the market interest rates would increase our interest expense and our cash requirements for interest
payments. For example, an average increase of 0.25% in the variable interest rate would increase our annual interest expense and
payments by approximately $0.2 million. ‘

EXPECTED MATURITY DATE AT DECEMBER 31, 2002 FAIR VALUE AT
i FISCAL YEAR ENDING DECEMBER 31, : DECEMBER 31,
' 2003 2004 _ 2005 2006 2007 THEREAFTER TOTAL : 2002
Fixed rate debt (a} ........ - 2,979 $ 1,549 $ 1652 $ 1,640 $ 855 $150,007 $ 158,683 $ 117,110
‘Variable rate debt (b) ... 3428 14,704 D 50,000 - 1760 - 69,892 48,114
Total debt ............... $ 6407 $16.253 $ 1652 $51.640 3. 855 - 3151767 $ 228575 $__165.224

" (a) Debt instruments at fixed interest rates ranging from 8.0% to 10.0%, with the majority at 10.0%; includes the payment of the 10% Senior Secured Notes in 2008.
(b) Debt instruments at variable interest rates, including LIBOR based loans, ranging from 1.65% to 7.25% at December 31, 2002; inciudes the maturity of the Sentor Guaranteed
Notes and Senior Floating Notes in 2006; includes the maturity of the Revolver in 2004, although the Revolver is classified as short-term debt for financial reporting purposes.
The timing and amount of payments that are set forth do not take into consideration any early redemption obligations that may arise.

We operate in Canada and are subject to foreign currency exchange rate risk. Due to the significance of our Canadian subsidiary’s
United States dollar-denominated long-term debt and certain other United States dollar-denominated assets and liabilities, the entity’s
functional accounting currency is the United States dollar. Certain other items of working capital are denominated in Canadian dollars.
An-average change of 1% in the currency exchange rate would change total assets by approximately $0.2 million.

Item 8. Financial Statements and Supplementary Data

In this report, our consohdated fmanmal statements and supplementary data appear following the signature page to this report and
are hereby mcorporated by reference. ‘

Item 9. Changes in and Disagreements.with Accountants on Accounting and Financial Disclosure

1

None.
PART III
Item 10. Directors and Executive Officers of the Regtstrant :

Pursuant tor GeneraI'Instruction G of Form 10-K, the information called for by Item 10 of Part TII of Form 10-K is incorporated by
reference to the information to be set forth in Pioneer’s definitive proxy statement relating to the 2003. Annual Meeting of
Stockholders of Pioneer (the “2003 Proxy Statement”) to be filed pursuant to Regulation 14A under the Securities Exchange Act of
1934, as amended (the “Exchange Act”), in response to Items 401 and 405 of Regulation S-K under the Securities Act of 1933, as
amended, and the Exchange Act (“Regulation S-K”). If the 2003 Proxy Statement is not so filed within 120 days after December 31,
2002, such information will be included in an amendment to this report filed not later than the end of such period. Reference is also
made to the information appearing in Item 4A of Part I of this report under the caption “Executive Officers of the Registrant.”
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Item 11. Executive Compensation

Pursuant to General Instruction G of Form 10-K, the information called for by Item 11 of Part Il of Form 10-K is incorporated by
reference to the information to be set forth in the 2003 Proxy Statement in response to Item 402 of Regulation S-K, or if the 2003
Proxy Statement is not so filed within 120 days after December 31, 2002, such information will be included in an amendment to this
report filed not later than the end of such period. '

Item 12. Security Ownership of Certain Beneficial Owners and Management

Pursuant to General Instruction G of Form 10-K, the information called for by Item 12 of Part Il of Form 10-K is incorporated by
reference to the information to be set forth in the 2003 Proxy Statement in response to Item 403 of Regulation S-K, or if the 2003
Proxy Statement is not so filed within 120 days after December 31, 2002, such information will be included in an amendment to this
report filed not later than the end of such period.

See the information contained under the heading “Equity Compensation Plan Information” in Item 5 of this report regarding shares
authorized for issuance under equity compensation plans approved by stockholders and not approved by stockholders. For
descriptions of our equity compensation plans, including the 2001 Employee Stock Option Plan, see Note 11 to the consolidated
financial statements.

1tem 13. Certain Relationships and Related Transactions

Pursuant to General Instruction G of Form 10-K, the information called for by Item 13 of Part II of Form 10-K is incorporated by
reference to the information to be set forth in the 2003 Proxy Statement in response to Item 404 of Regulation S-K, or if the 2003
Proxy Statement is not so filed within 120 days after December 31, 2002, such information will be included in an amendment to this
report filed not later than the end of such period.
Item 14. Controls and Procedures

Within 90 days prior to the filing of this report, an evaluation was performed under the supervision and with the participation of
our management, including our President and Chief Executive Officer and our Vice President and Chief Financial Officer, of the
effectiveness of the design and operation of our disclosure controls and procedures. Based on that evaluation, our management,
including our President and Chief Executive Officer and our Vice President and Chief Financial Officer, concluded that our disclosure
controls and procedures were effective in ensuring that material information relating to us with respect to the period covered by this
report was made known to them. There have been no significant changes in our internal controls or in other factors that could
significantly affect internal controls subsequent to the date of that evaluation.

PARTIV
Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K
(a)(l) Financial Statements.
See Index to Consolidated Financial Statements on page 45.

2) Financial Statement Schedule.

See Index to Consolidated Financial Statements on page 45.

3 Exhibits
EXHIBIT NO. DESCRIPTION
2.1% Pioneer Companies, Inc. Amended Joint Plan of Reorganization under
Chapter 11 of the United States Bankruptcy Code (incorporated by
reference to Exhibit 2.1 to Pioneer’s Annual Report on Form 10-K for
the fiscal year ended December 31, 2001).
2.2% Order Approving Disclosure Statement, dated September 21, 2001
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EXHIBIT NO.
2.3%

2.4%

2.5%

2.6%

3.1%

32% -
4.1%
42%
4.3%
4.4%

4.5%

4.6%

DESCRIPTION
(incorporated by reference to Exhibit 2.2 to Pioneer’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2001).
Order Confirming Joint Plan of Reorganization, dated November 28,
2001 (incorporated by reference to Exhibit 2.4 to Pioneer’s Current
Report on Form 8-K filed on December 28, 2001).
Asset Purchase Agreement, dated as of May 14, 1997, by and between
OCC Tacoma, Inc. and Pioneer Companies, Inc. (incorporated by
reference to Exhibit 2 to Pioneer’s Current Report on Form 8-K filed on
July 1, 1997).
Asset Purchase Agreement, dated as of September 22, 1997 between PCI
Chemicals Canada Inc. (“PCICC”), PCI Carolina, Inc. and Pioneer
Comparies, Inc. and ICT Canada Inc., ICI Americas, Inc. and Imperial
Chemical Industries plc (incorporated by reference to Exhibit 2 to
Pioneer’s Quarterly Report on Form 10-Q for the quarter ended

 September 30, 1997). , ‘
. First Amendment to Asset Purchase Agreement, dated as of October 31,

1997, between PCICC, PCI Carolina, Inc. and Pioneer Companies, Inc.
and ICI Canada Inc., ICI Americas, Inc. and Imperial Chemical
Industries plc (incorporated by reference to Exhibit 2 to Pioneer’s
Current Report on Form 8-K filed on November 17, 1997). ,
Fourth Amended and Restated Certificate of Incorporation of Pioneer
Companies, Inc. (incorporated by reference to Exhibit 3.1 to Pioneer’s
Annual Report on Form 10-K for the fiscal year ended December 31,
2001). ,

Amended and Restated By-laws of Pioneer Companies, Inc.
(incorporated by reference to Exhibit 3.2 to Pioneer’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2001).

Specimen Pioneer Companies, Inc. Stock Certificate (incorporated by
reference to Exhibit 4.1 to Pioneer’s Annual Report on Form 10-K for

-the fiscal year ended December 31, 2001).

Indenture, dated as of December 31, 2001, among PCI Chemicals

- Canada Company, the guarantors named therein and Wells Fargo Bank

Minnesota, National Association, as trustee, relating to $150,000,000

. principal amount of 10% Senior Secured Guaranteed Notes due 2008

(incorporated by reference to Exhibit 4.3 to Pioneer’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2001).

Term Loan Agreement, dated as of December 31, 2001, among Pioneer
Americas LLC, the guarantors named therein, the lenders from time to
time parties thereto and Wells Fargo Bank Minnesota, National
Association, as administrative agent (incorporated by reference to
Exhibit 4.4 to Pioneer’s Annual Report'on Form 10-K for the fiscal year
ended December 31, 2001).

Indenture, dated as of December 31, 2001, among Pioneer Americas
LLC, the guarantors named therein, and Wells Fargo Bank Minnesota,
National Association, as trustee, relating to up to $50,000,000 principal
amount of Senior Secured Floating Rate Guaranteed Notes due 2006
(incorporated by reference to Exhibit 4.5 to Pioneer’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2001).

Loan and Security Agreement, dated as of December 31, 2001, among
PCI Chemicals Canada Company, Pioneer Americas LLC, the lenders
that are signatories thereto and Foothill Capital Corporation, as arranger
and administrative agent (incorporated by reference to Exhibit 4.6 to
Pioneer’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2001).

First Amendment to Loan and Security Agreement, dated April 15, 2002,
between and among the lenders identified on the signature pages thereto,
Foothill Capital Corporation, PCI Chemicals Canada Company and
Pioneer Americas LLC (incorporated by reference to Exhibit 4.7 to
Pioneer’s Annual Report on Form 10-K for the fiscal year ended

o
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EXHIBIT NO. DESCRIPTION
December 31, 2001).

4.7* Second Amendment to Loan and Security Agreement effective as of
May 31, 2002, between and among the lenders identified on the signature
pages thereof, Foothill' Capital Corporation, PCI Chemicals Canada

. Company and Pioneer Americas LLC (incorporated by reference to
Exhibit 4.1 to Pioneer’s Current Report on Form 8-K filed on June 14,
2002), - (incorporated by reference to Exhibit 4.7 to Pioneer’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001).

4.8 Third Amendment to Loan and Security Agreement effective as of July
29, 2002, between and among the lenders identified on the signature

. pages thereof, Foothill Capital Corporation, PCI Chemicals Canada
Company and Pioneer Americas LLC.

4.9 - Fourth Amendment to Loan and Security Agreement effective as of
December 10, 2002, between and among the lenders identified on the
signature pages thereof, Foothiil Capital Corporation, PCI Chemicals
Canada Company and Pioneer Americas LLC.

4.10¥ " Common Security and Intercreditor ~Agreement, dated as of
December 31, 2001 by and among the grantors named therein and Wells
Fargo Bank Minnesota, National Association (incorporated by reference
to Exhibit 4.8 to Pxoneer s Annual Report on Form 10-K for the fiscal
year ended December 31, 2001).

10.1+* Pioneer Companies, Inc. 2001 Employee Stock Option Plan
(incorporated by reference to Exhibit 10.1 to Pioneer’s Annual Report on -
Form 10-K for the fiscal year ended December 31, 2001).

10.2+ Employment Agreement, dated September 17, 2002, between Pioneer
Companies, Inc. and Michael Y. McGovern.

10.3+ Severance Agreement, dated September 30, 2002, between Pioneer
Companies, Inc. and Michael J. Ferris.

10.4+ Services . Agreement, dated October 17, 2002, between Pioneer
Companies, Inc. and Philip J. Ablove.

21.1%* List of Subsidiaries (incorporated by reference to Exhibit 21.1 to

Pioneer’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2001).

99.1 Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.
99.2 Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.

* Indicates exhibit previously filed with the Securities and Exchange Commission as indicated and incorporated herein by reference.
+ Indicates management contract or compensatory plan or arrangement.

(b) Reports on Form 8-K.

On March 7, 2003, we filed a report on Form 8-K. Under Item 5 of the report (“Other Events and Regulation FD Disclosure”), we
reported that Pioneer had issued a press release announcing that its previously-announced settlement with CRC, an agency of the State
of Nevada, was fully effective. The settlement relates to disputes over various derivative positions that CRC entered into purportedly
for the benefit of Pioneer’s chlor-alkali plant in Henderson, Nevada. The derivative positions consisted of contracts for the forward
purchase and sale of electricity as well as put and call options that were written for electric power. As a result of the settlement, which
was effective as of January 1, 2003, Pioneer has been released from all claims for liability with respect to the derivatives positions.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

PIONEER COMPANIES, INC.
(Registrant)

Date: March 28, 2003 By:_ /s/ MICHAEL Y. MCGOVERN

Michael Y. McGovern
President and Chief Executive Officer

Pursuant to the requirements ‘of the Securities Exchange Act of 1934, this report has been signed by the following persons on
behalf of the Registrant and in the capacities and on the dates indicated.

SIGNATURE TITLE DATE
{sf MICHAEL Y. MCGOVERN President, Chief Execuﬁve March 28, 2003
(Michael Y. McGovern) - Officer and Director-
/s/ GARY L. PITTMAN Vice President and March 28, 2003
(Gary L. Pittman) Chief Financial Officer
(Principal Financial Officer)
/s/ LYN N. GARLAND Vice President and Controller March 28, 2003
(Lyn N. Garland) (Principal Accounting Officer)
/s/ DAVID N. WEINSTEIN Chairman of the Board of Directors March 28, 2003

(David N. Weinstein)

/s/ MARVIN E. LESSER Director March 28, 2003
(Marvin E. Lesser)

/s{ GARY L. ROSENTHAL Director ' March 28, 2003
(Gary L. Rosenthal)
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CERTIFICATION

1, Gary Pittman, certify that:

1.

2.

I have reviewed this annual report on Form 10-K of Pioneer Companies, Inc. (the “registrant™);

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit-to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this annual report;

_ Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly

present in all material-respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this annual report;

The registrant’s other certifying. officer and I are responsible for establishing- and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this annual report is being prepared,;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior
to the filing date of this annual report (the “Evaluation Date); and.

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date;

- The registrant’s other certifying officer and I have, disclosed, based on our most recent evaluation, to the registrant’s

auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deﬁcienéies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

~'b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

The registrant’s other certifying officer and I have indicated in this annual report whether or not there. were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 28, 2003

/s/ Gary L. Pittman

Gary L. Pittman

Vice President and

Chief Financial Officer
(Principal Financial Officer)
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CERTIFICATION

I, Michael Y. McGovern, certify that:

L.

2.

I have reviewed this annual report on Form 10-K of Pioneer Companies, Inc. (the “registrant”);

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which vsuch statements were made,

-not misleading with respect to the period covered by this annual report; '

Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annual report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a. designed such disclosure controls and procedures to ensure that material information relating to the registrant,
" including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this annual report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to
the filing date of this annual report (the “Evaluation Date”); and

c. presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date; ‘

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a. all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize -and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

The registrant’s other certifying officer and I have indicated in this annual report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard'to significant deficiencies and material weaknesses.

Date: March 28, 2003

/s/ Michael Y. McGovern

Michael Y. McGovern
President and Chief Executive Officer
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SCHEDULES
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Schedule II -- Valuation and Qualifying Accounts ................................................... 79

All schedules, except the one listed above, have been ornitted because they are not required under the relevant instructions or
because the required information is included in the consolidated financial statements or notes thereto.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of Pioneer Companies, Inc.

We have audited the accompanying consolidated balance sheets of Pioneer Companies, Inc. and subsidiaries (“Pioneer”) as of
December 31, 2002 and 2001 (Successor Company balance sheets), and the related consolidated statements of operations,
stockholders’ equity (deficiency in assets) and cash flows for the year ended December 31, 2002 (Successor Company operations) and
for each of the two years in the period ended December 31, 2001 (Predecessor Company operations). Our audits also included the
financial statement schedule listed in the Index referred to in Item 15 of the Successor Company and Predecessor Company as of the
respective dates referred to above. These financial statements and the financial statement schedule are the responsibility of Pioneer’s
management. Our responsibility is to express an opinion on the‘:se‘ financial statements and the financial statement schedule based on
our audits. -

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1 to the consolidated financial statements, on July 31, 2001, Pioneer and each of its direct and indirect wholly-
owned subsidiaries filed a petition for relief under Chapter 11 of the U. S. Bankruptcy Code in Houston, Texas. On the same day, a
parallel filing under the Canadian Companies’ Creditors Arrangement Act was filed in Superior Court in Montreal, Canada. These
filings were jointly administered, and on November 28, 2001, the Bankruptcy Court entered an order confirming the plan of
reorganization, which became effective on December 31, 2001. Accordingly, the accompanying financial statements and the financial
statement schedule have been prepared in conformity with AICPA Statement of Position 90-7, “Financial Reporting for Entities in
Reorganization Under the Bankruptcy Code,” for the Successor Company as a new entity with assets, liabilities, and a capital structure
having carrying values not comparable with prior periods.

In our opinion, the Successor Company financial statements present fairly, in all material respects, the financial position of Pioneer as
of December 31, 2002 and 2001, and the results of its operations and its cash flows for the year ended December 31, 2002 in
conformity with accounting principles generally accepted in the United States of America. Further, in our opinion, the Predecessor
Company financial statements referred to above present fairly, in all material respects, the results of its operations and its cash flows
for each of the two years in the period ended December 31, 2001 in conformity with accounting principles generally accepted in the
United States of America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic
consolidated financial statements taken as a whole, presents fairly in all material respects the information set forth therein as of
December 31, 2002 and 2001 and for each of the three years in the period ended December 31, 2002,

As discussed in Note 3 to the consolidated financial statements, Pioneer changed its method of accounting for derivative instruments
to conform with Statement of Financial Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended and interpreted on January 1, 2001, and changed its method of accounting for goodwill and other
intangible assets to conform with SFAS No. 142, “Goodwill and Other Intangible Assets,” on January 1, 2002.

The accompanying consolidated financial statements have been prepared assuming that Pioneer will continue as a going concern. As
discussed in Note 2 to the consolidated financial statements, Pioneer has limited liquidity; its senior secured debt agreements contain
restrictive financial covenants and prepayment requirements; and its revolving credit facility contains restrictive financial covenants, a
subjective precondition to lending clause and a lock-box arrangement. Pioneer has not demonstrated with certainty that it will be able
to comply with such provisions at future reporting dates. These matters raise substantial doubt about Pioneer’s ability to continue as a
going concern. Management’s plans concerning these matters are also discussed in Note 2. The consolidated financial statements do
not include adjustments that might result from the outcome of these uncertainties.

DELOITTE & TOUCHE LLP

March 24, 2003
Houston, Texas
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PIONEER COMPANIES, INC.

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT PAR VALUE)

SUCCESSOR COMPANY
DECEMBER 31, DECEMBER 31,
2002 2001
ASSETS
Current assets: :
Cash and cash eqUIVAIENES: .......cveciei it et b et s s nnenes $ 2,789 $ 3,624
Accounts receivable, less allowance for doubtful accounts: '

2002, $1,337; 2001, $2,406......cuiiiiiiiieeeresr et eeres ettt s et s st st e e sae e seraebe e e sabeereeaeeans - 39,983 - 41,568
TIIVEITOTIES, NMEL. 1.iueeieeiii et eetie e et teeeteee e e ebt e e e e seeeeetteearbbassanteesantsessnesesanseesseseesneeenseeeensneesesenen 15,311 19,615
CUITENE ETTVALIVE ASSEL. 1.vveveiviivireiee ettt seeeeeeeeeete s s st etae e e e e e et eeeeaeene st onsseeseesaeaneasesesessoasasteseneonns 17,834 178,028
Prepaid expenses and Other CUITENT @SSELS ......cuiiriiriiiieriieierereiee e sieetere s st e enesene s eseeseenen 4,779 5,922

TOtal CUITENE ASSEES. ..iiiievrvririieiirrereeeeeeeeceibr e eetrere s cvis e reescesnrsreressan TSR TR . 80,696 248,757
Property, plant and equipment: ‘ ' ‘
LANA oottt ettt e et e e erbe et eabe et e ettt e ab e eaetesbe e be e stbtenneeeabee it e eraean 7,327 7,732
Buildings and improvemerits. .......... e teteteab e et ebete bttt bt et e e e b bt re s et ebebeee et esee s aebeseeberebasset et 40,936 41,457
Machinery and SQUIPITIENE ...........oviieriirieeireteerre et eest et s b ssaeeteeaesrae s eaeessstessaessesstassessenssns 231,676 222,376
CONSITUCLION 11l PIOGTESS. .evvuteterutesesrsiteaesiteutettritaseste e et cabeseasteatestassase et seneabeataeresebeseessasneseentassenne 4,085 3,085
o 284,024 274,650
Less accumulated dePreCiation.......c.cicoeierreritt ittt stre e eaesraesaassesbeeseenseseraessessaesbesseensnens (41,755) --
g : . 242,269 274,650
OThET ASSEES, TIEL Leeiviiiierririieeitreereeeeeestereseseresteeesseesasssaraeessessesesseeasseessessebsssestsssessabessssaseeetaennsrens 25,755 11,816
NON-CUITENE AEITVALIVE ASSEL .. uvveeiieiriitiriieeeiesiieieirreeeeetiitreetesioseertesersaarerteesesesesseeseressresansesssasnrtseses 41,362 87,625
Excess reorganization value over the fair value of identifiable assets........cococeeeviverreeeririenreiieenens . 84,064 84,064
TOLAL ASSELS. uvtiireiiieeiriiiirereiersirreeee e it e e sbeesbessbeseseessbeaabesesssesseeaneessnesabsensssinsenessssnnaseenssessbannase $ 474,146 $ 706,912
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities: ‘
ACCOUNES PAYADIE L.ovei ettt ettt es et b st eb s s s st ss s sese e ess st ebesesessabesesrasaras $- 20,193 $ 20,775
ACCTUR HADITIEIES 1vviiieei oottt et e e s et tve e s sotas e eeee s e ereeese s eeeaeeesasssaatanesessnssaneesesassase 18,161 32,968
Current derivative HaDIHLY ......oovevecri ettt eat et s ere e 37,614 168,865
Short-term debt, including current portion of long-term debt ........c..ooevieiniicniinii 21,112 8,312
Total CUTEIE LTADIHTIES .oviiorosivereeeietieeti et et ce ettt r e sevttreesesssesbbasesesessanseseesssssestbrbenssesasees 97,080 230,920
Long-term debt, 1€ss CUITENt POTTION ...ecveiiiiiiiiiis it 207,463 208,701
Accrued pension and other employee BenefitS ........coovrviciiiiiiinii e 26,132 22,445
Non-current derivative HHability ..ottt s s na e e ne s 108,852 207,625
Other 1ong-term Habilities .. ..o oottt et st e s sne oo - 33,367 26,694
Commitments and contingencies (NOLE 18). ...oivieiriruerereriiricritiiee vttt seaess sttt e sseesscenesees
Stockholders’ equity:
Common stock, $.01 par value, authorized 50,000 shares, issued: .
and outstanding 10,000 Shares.........cocooviieriiiiiiinic e 100 ' 100
Additional paid-in Capital... ......cccoireririiiii e s 10,933 10,427
Other cOMPTEhENSIVE 10SS ..iiiiiiieii ittt st ee et ar e s b e s e e s ba e e e sabeessaesaecs st (5,024) --
RetaiNEd AEICIt uveiiiiieiiiiii ittt eebe st e rtrestre s e s e s e staeannesabessntabantneanteenbesersaessneras (4,757) --
Total StOCKhOIAETS’ EQUILY. ..evveveieeie ettt sn e st e 1,252 10,527
Total liabilities and stockholders’ EqUItY......c.ccoveciiiiiniinin e e e $ 474,146 $ 706912

See notes to consolidated financial statements.
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PIONEER COMPANIES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE DATA)

SUCCESSOR
COMPANY PREDECESSOR COMPANY
YEAR ENDED DECEMBER 31,
2002 . 2001 2000
REVENUES «..ooovveeeeeeeereeere e ree s e e e sreerenenensnee s $ 316,910 $ 383,482 § 402,908
Cost of sales — product ......ccccevevvrercrerienirerreneeenene 297,157 349,061 370,997
Cost of sales -- derivatives .....ccocccevveieenvreniieeniresneeens (12.877) (10,725) -
Total Cost Of SAlES .....cviiireeirrerricee e 284,280 338.336 370.997
GrOSS Profit...ccciercreicierrisreereesresssreseresaesreesreesre e e 32,630 45,146 31,911
Selling, general and administrative expenses ............. 23,121 41,526 43,424
Change in fair value of derivatives...........ccccvvvvevvenane (23,566) 110,837 S -
Asset impairment and other charges..........c.ccccceeeenenen. 21,409 12,938 -=
Operating inCOME (10SS)....ccevueereruerriereicareniecenieees 11,666 (120,155) (11,513)
Interest expense, net (contractual interest )
expense for 2001: $57,728) ..ccoveeiiiniririieeneens (18,891) (36,010) (56,328)
REOTZaNiZAtion 1EINS ....ccvevevevevereirerieeeeses e snens - (6,499) --
Fresh start adjustments ......c.ccoceveeveeneneencneneesesee -- (106,919) -
OthET INCOME, NEL ..vvvvvieveieeieirirere s reeseesrssraeeesesesnenees 1,687 1,169 3,309
Loss before income taxes and ‘
eXtraordinary eI .......cvevevererreerrrrnereerererereersseronenns (5,538) (268,414) - (64,532)
Income tax (expense) benefit........ccooevveiviiercnecnne, 781 (3.123) (41,031)
Net loss before extraordinary item ........ccoecveevveennnnn. ‘ 4,757) (271,537) (105,563)
Extraordinary item - net of tax .......cccoovveevevieneereennns -~ 414,312 ‘ --
Net income (10SS)....cooiveire i cieee et sriene s seeeeas $ (4757 |$ 142,775 $(105.563)
Income (loss) per common share -- basic and
diluted: .
Net loss before extraordinary item .........cocerevevenanas $ 048) | $ (2353)-. %  (9.15
Extraordinary item..........cccocrrerrvmneennsnecrnnenenens $ -- $ 3591 § -
Net INCOME (10SS) cuvvvvvirreerrieeiieieresresteseeiesaesrees $ 048) | $ 1238 $_ (9.15) .
Weighted average number of shares outstanding:
Basic and diluted ........ccoooevieviiieiiiicreeee e, 10,000 11,538 11,535

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF

Predecessor Company:
Balance at Janvary 1, 2000 ............
Comprehensive loss:
Net oSS .o
Other comprehensive loss, net
of taxes:
Additional minimum pension
liability
Total comprehensive loss
Stock issued...ceieernninnn
Balance at December 31, 2000 ......
Comprehensive income:
Net INCOME ..oviovieeeiiiiee e
Other comprehensive loss, net
of taxes:
Additional minimum pension
HabIEY vt s
Total comprehensive

Cancellation of old shares
Reorganization adjustments
Balance at December 31, 2001
Successor Company:
Stock issued in reorganization.......
Balance at December 31, 2001 ......
Utilization of Predecessor
Company net operating loss
carryback benefit ...............
Comprehensive foss:
Net l0ss ..........
Other comprehensive loss, net
of taxes: :
Additional minimum pension
liabitity
Total comprehensive loss ..........
Balance at December 31, 2002 ......

PIONEER COMPANIES, INC.

STOCKHOLDERS’ EQUITY (DEFICIENCY IN ASSETS)

* (IN THOUSANDS)
ACCUMULATED
OLD COMMON STOCK NEW COMMON  ADDITIONAL RETAINED OTHER
CLASS A CLASSB STOCK PAIDIN  EARNINGS COMPREHENSIVE
SHARES AMOUNI _SHARES AMOUNT _SHARES AMOUNT _CAPITAL  (DEFICIT) INCOME (LOSS) _ TOTA
10656 S 106 859 59 -~ $ - § 55176 $ (81993 § - 26,7
- - - - - - - (105,563 -
; - - - ; - - - 6)
(105,6
3 - - - - - 17 - ‘ -
10,679 106 856 9 55.193 (187,556) 76) (1323
- - - - - - - 142,775 -
- - - . - - - (576)
142,1
(10.679) (106) (859) ©) - - - - - 1
- - . - - - (44,766) 44781 652 6
= = = - - - 10,427 - - § 104
- - - - 10.000 100 - - - 1
= 3 - - 10,000 100 10,427 - - 10,5
- - - - - - 506 - - 5
- - - - . - - @4757) -
- - - - - - - - (5,024)
[ —_— - J— - —_ 9.7
— - 5= = § - 10000 § 100 S 10933 § (475 § 12

See notes to consolidated financial statements.
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PIONEER COMPANIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS)
~ SUCCESSOR |
COMPANY PREDECESSOR COMPANY
YEAR ENDED DECEMBER 31,
2002 2001 2000
Operating activities: ‘
Net INCOME (10SS) veovvvriirrieeirreerrrerirerserreeesrtestresersenseesenes $ (4,757) |'$ 142,775 $(105,563)
Adjustments to reconcile net income (loss) to net
cash flows from operating activities:
Fresh start adjustments........cccoouvvmrrereccennninene e, - 106,919 -
Extraordinary item, net.......cccoeeveereerienivnrrescececnns -- (414,312) --
Depreciation and amortization ............coce.vvveueveveneinnen. 24,926 46,810 50,242
Provision for (recovery of) loss on accounts
Receivable (848) 2,848 93
Deferred tax expense (benefit) .......cocveviiveeiencnerecnne. (781) 3,071 41,255
Change in fair value of derivatives ..........ccccoevereevinenes (23,566) 110,837 -
ASSEt IMPAITTNETL ..o.vviis i oeeereecrraiereeeeecesrareereesseenenans 16,941 3,881 --
Gain on disposal of assets ......c.ovvvvrveeeee i (1,034) 29) (2,257
Foreign exchange (gain) 10SS ........ccoeviinninncnininnn, 92) (663) 636
Net effect of changes in operating assets and ‘ :
Liabilities ..ovevveeiereiiiricre v (10,539) 30,769 28.731
Net cash flows from operating activities................ 250 32,906 13.137
Investing activities: _
Capital expenditures..........cococvvrevieeerievcenice e (10,615) (13,112) (18,697)
Proceeds from disposal of assets........cccovvvvcciniiiiinns 2,047 233 2,878
Net cash' flows from investing activities ................ (8.568) (12.879) (15.819)
Financing activities:
Debtor-in-possession credit facility, net..........cccooveneeeee (6,663) 6,663 --
Revolving credit borrowings, nNet........ccocevvivrvvrceecnennnn. 14,704 (27,581) 6,418
~ .Repayments on long-term debt ..........cccccovvririiniiocnennn.. (1,649) (571) (1,950)
OHET ..ot -- -- 18
Net cash flows from financing activities............... L 6,392 | _ (21.489) _4.486
Effect of exchange rate changes on cash and
cash eqUIVAIENES ....ccccoouiviirieee e 1,091 (849) (1,379}
Net increase (decrease) in cash and cash equivalents ...... (835) (2.311) 425
Cash and cash equivalents at beginning of period ........... 3.624 5.935 5,510
Cash and cash equivalénts at end of period...........cccce.n.. § 2789 |$ 3624 $§ 5935

- See notes to consolidated financial statements.
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PIONEER COMPANIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Organization and Basis of Presentation

The consolidated financial statements include the accounts of Pioneer Companies, Inc. (the “Company” or “PCI”) and its
consolidated subsidiaries (collectively, “Pioneer”). The term “Predecessor Company” refers to Pioneer prior to its emergence from
bankruptcy on December 31, 2001, and the term “Successor Company” refers to Pioneer after its emergence from bankruptcy on
December 31, 2001. References to predecessors of Pioneer Americas LLC (*Pioneer Americas™), an indirect wholly-owned subsidiary
of PCIL, include Pioneer Americas, Inc., Pioneer Corporation of America and Pioneer Chlor-Alkali Company, Inc. during the period
from 1999 to 2001. All significant intercompany balances and transactions have been eliminated in consolidation.

Pioneer operates in one industry segment, the production, marketing and selling of chlor-alkali and related products. Pioneer
operates in one geographic area, North America. Pioneer conducts its primary business through its operating subsidiaries: PCI
Chemicals Canada Company (formerly known as PCI Chemicals Canada Inc.) (“PCI Canada”) and Pioneer Americas.

On December 31, 2001, the Company and each of its direct and indirect wholly-owned subsidiaries emerged from protection under
Chapter 11 of the U.S. Bankruptcy Code, and on the same date PCI Canada, a wholly-owned subsidiary of PCl, emerged from
protection under the provisions of Canada’s Companies Creditors’ Arrangement Act. On that date, Pioneer’s plan of reorganization,
which was confirmed by the U.S. Bankruptcy Court on November 28, 2001; became effective.

‘The financial results for the twelve months ended December 31, 2001 were affected by our filing for reorganization under Chapter
11 of the U.S. Bankruptcy Code and a parallel filing under the Canadian Companiés Creditors’ Arrangement Act on July 31, 2001 and
our emergence from bankruptcy on December 31, 2001, the effective date of our plan of reorganization. OQur post-emergence
consolidated financial statements reflect results after the consummation of the plan of reorganization and the application of the
principles of fresh start accounting in accordance with the provisions of the American Institute of Certified Public Accountants’
Statement of Position 90-7 “Financial Reporting by Entities in Reorganization under the Bankruptcy Code” (“SOP 90-7”). See Note 4.
The Predecessor Company, as it existed prior to our emergence from bankruptcy, and the Successor Company, after the adoption of
fresh start accounting, are different reporting entities and the consolidated financial statements are not comparable.

Dollar amounts, other than per share amounts, in tabulations in the notes to the consolidated financial statements are stated;in
thousands of dollars unless otherwise indicated.

2, Matters Affecting Liquidity

Upon emergence from bankruptcy on December 31, 2001, Pioneer’s senior secured debt aggregated $206.7 million, consisting of
Senior Secured Floating Rate Guaranteed Notes due 2006 in the aggregate principal amount of $45.4 million (the “Secured
Guaranteed Notes”), Senior Floating Rate Term Notes dué 2006 in ‘the aggregate principal amount of $4.6 million (the “Senior
Floating Notes™), 10% Senior Secured Guaranteed Notes due 2008 in the aggregate principal amount of $150 million (the “10%
Senior Secured Notes™), and a Revolving Credit Facility with a $30 million commitment and a borrowing base restriction (the
“Revolver”). Borrowings under the Revolver were used shortly after the emergence from bankruptcy to replace $6.7 million of
debtor-in-possession financing that was outstanding as of December 31, 2001. Collectively, the $200 million in Senior Guaranteed
Notes, Senior Floating Notes and 10% Senior Secured Notes are referred to ‘as thé Senior Notes and together with the Revolver are
referred to as the Senior Securéd Debt. The Senior Secured Debt requires payments of interest in cash and contains various covenants
including financial covenants in the Revolver (which if violated will create a default under the cross-default provisions of the Senior
Notes) that obligate Pioneer.to comply with certain cash flow requirements. The interest payment requirements of the Senior Secured
Debt and the financial covenants in the Revolver were set at levels based on financial projections of an assumed minimum ECU
netback and do not accommeodate significant downward variations in operating results.

Pioneer’s ECU netback averaged $270 in 2002, while the projections prepared in connection with Pioneer’s plan of reorganization
assumed an average ECU netback of approximately $300. The low ECU netback experienced during 2002 created lower than
anticipated liquidity, and Pioneer responded by cutting costs and reducing expenditures, including idling manufacturing capacity and
laying off operating and administrative employees. Unless the anticipated improvement in product prices occurs, Pioneer may not
have the liquidity necessary to meet all of its debt service and other obligations in 2003, and Pioneer may be unable to satisfy the
financial covenants in the Revolver. The amount of liquidity ultimately needed by Pioneer to meet all of its obligations going forward
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will depend on a number of factors, some of which are uncertain, although the recent resolution of the derivatives dispute with the
Colorado River Commission (“CRC”) has reduced some uncertamty as to future liquidity needs. See Notes 3 and 24 regarding the
settlement of the dispute with CRC.

Pioneer amended its Revolver in April 2002 and again in June 2002. Pioneer entered into the amendments to the Revolver to
revise a financial covenant requirement to exclude the effects of changes in the fair value of derivative instruments and any realized
gains and losses (except to the-extent paid by Pioneer) on derivatives, eliminate the availability of interest rates based on the London
interbank offered rate (“LIBOR”), and replace the previously applicable margin over the prime rate (the “Previous Rate”) with the
Previous Rate plus 2.25% for all loans that are and will be outstanding under the Revolver. As a result of the amendments, Pioneer is
also required to maintain Liquidity (as defined) of at least $5.0 million, and limit its capital expenditure levels to $20.0 million in 2002
and $25.0 million in each fiscal year thereafter. In connection with the amendments there was an.increase in the fees applicable to
letters of credit issued pursuant to the Revolver, to a rate equal to 4.25% times the daily balance of the undrawn amount of ail
outstanding letters of credit, and Pioneer paid a forbearance fee of $250,000. As amended, one of the covenants in the Revolver
requlres Ploneer to generate at 1east : :

$5.608 million of net earnings before extraordinary gains, the effects of the derivative instruments excluding
derivative expenses paid by Pioneer, interest, income taxes, depreciation and amortization (referred to as “Lender-

" Defined EBITDA”) during the quarter ending December 31, 2002, and $10.910 million of Lender-Defined EBITDA
during the nine-morth period ending on the same date,

$10.640 million of Lender-Defined EBITDA during the quarter ending March 31, 2_003', and

$21.550 niillion of Lender-Defined EBITDA for the twelve-month period ending March 31, 2003, and for each
twelve month’ perlod ending each fiscal quarter thereafter.

' Lender-Defined EBITDA for thenine months ended December 31, 2002 was a positive $1.2 million, and Lender-Defined
EBITDA for the three months ended December 31, 002 was a negative $10.7 million. Those amounts were less than the amounts
requ1red under the Revolver covenant for those periods. Since in the absence of a $16.9 million asset impairment charge relating to
the Tacoma facility (as discussed in Note 16) Lender-Defined EBITDA would have exceeded the covenant requirement, the lender
under the Revolver has waived the noncompliance with the covenant requirements. It is anticipated that as a result of an additional
asset impairment charge in the first quarter of 2003 (as discussed below and in Note 24), we will also be required to seek a waiver
from the lender under the Revolver with respect to the covenant requirement for that quarter. In addition, it is anticipated that the
impairment charges in the fourth quarter of 2002 and the first quarter of 2003 will likely result in the need for future waivers from the
lender under the Revolver, since the impairments will have a negative effect on Lender Defined EBITDA for the twelve-month
periods ending each quarter through March 31, 2004.

As a result of the amendments, Pioneer is also required to maintain Liquidity (as defined) of at least $5.0 million, and limit capital
expenditure levels to $20.0, million in 2002 and $25.0 million in each fiscal year thereafter. At December 31, 2002, Liquidity was
$14.2 million, cons1stmg of borrowmg ava11ab111ty of $11.4 million and cash of $2.8 mﬂhon Capltal expenditures were $10.6 million
during 2002

If the required Lender-Defined EBITDA level under the Revolver is not met and the lender under the Revolver does not waive
Pioneer’s failure to comply with the requirement, Ploneer will be in default under the terms of the Revolver. Moreover, if conditions
constituting a material adverse change occur or have occurred the lender can exercise its rights under the Revolver and refuse to make
further advances. Followmg any such refusal, customer receipts would be applied to Pioneer’s borrowings under the Revolver, and
Pioneer would not have the ablhty to reborrow. This would cause Pioneer to suffer a rapid loss of liquidity and it would lose the
ability to operate on a day-to-day basis. In addition, a default under the Revolver would allow the lender to accelerate the outstanding
indebtedness under the Revolver and would also result in a cross-default under the Senior Notes which would provide the holders of
the Senior Notes with the right to accelerate the $200 million in Senior Notes outstanding and demand immediate repayrnent.

The Revolver also provxdes that as a cond1t1on of borrowmgs there- shall not have occurred any material adverse change in
Pioneer’s business, prospects, operauons results of operations, assets, liabilities or condition (financial or otherwise).

The Senior Guaranteed Notes and Senior Floatmg Notes (collectively, the “Tranche A Notes™) provide that, within 60 days after
each calendar quarter during, 2003 through 2006, Ploneer Americas is required to redeem (i) $2.5 million principal amount of Tranche
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A Notes if Pioneer Americas’ net income before extraordinary items, other income, net, interest, income taxes, depreciation and
amortization (“Pioneer Americas’ EBITDA”) for such calendar quarter is greater than $20 million but less than $25 million, (ii)
$5million principal amount of Tranche A Notes if Pioneer Americas’ EBITDA for such calendar quarter is greater than $25 million
but less than $30 million and (iii) $7.5 million principal amount of Tranche A Notes if Pioneer Americas’ EBITDA for such calendar
quarter is greater than $30 million, in each case plus accrued and unpaid interest thereon to the redemption date.

Pioneer expects the settlement of derivative disputes with CRC (as discussed in Notes 3 and 24), to result in a net gain of
approximately $66 million in the first quarter of 2003. Due to the assignment of Pioneer’s long-term hydropower contracts to the
Southern Nevada Water Authority and the resulting higher energy prices under the new supply agreement effective in 2003, Pioneer
expects to record an approximate $41 million impairment of the Henderson facility as the result of reduced plant profitability
estimates. The net impact of the foregoing, which is expected to increase Pioneer Americas* EBITDA by approximately $25 million
for the first quarter of 2003, may result in a redemption obligation under the Tranche A Notes as described above. Any such
redemption would also accelerate Pioneer’s obligation to repay approximately $3.6 million in principal and interest on certain other
notes.

The uncertainties affecting Pioneer’s liquidity as a result of the restrictive, financial covenants and redemption obligations
described above raise concern about Pioneer’s ability to continue as a going concern. The accompanying consolidated financial
statements have been prepared on the going concern basis of accounting, which contemplates the realization of assets and the
satisfaction of liabilities in the normal course of business. The consolidated financial statements do not include any adjustments that
may result from the outcome of these uncertainties.

3. Summary of Significant Accounting Policies
Reorganization

Reorganization items include legal and professional fees and expenses related to Pioneer’s ‘reorganization incurred subsequent to
the Chapter 11 filings and executive retention bonuses, offset by gains from individually-negotiated settlements of critical vendor pre-
petition liabilities prior to confirmation of the plan of reorganization.
Cash and Cash Equivalents

All highly liquid investments with a maturity of three months or less when purchased are considered to be cash equivalents.
Inventories

Inventories are valued at the lower of cost or market. Finished goods and work-in-process costs are recorded under the average
cost method, which includes appropriate elements of material, labor and manufacturing overhead costs, while the first-in, first-out
method is utilized for raw materials, supplies and parts. Pioneer enters into agreements with-other companies to exchange chlor-alkali
inventories in erder to minimize working capital requirements and to optimize distribution logistics. Balances related to quantities due
to or payable by Pioneer are included in inventory.
Property, Plant and Equipment oo

Property, plant and equipment are recorded at cost. Major renewals and improvements that extend the useful lives of equipment
are capitalized. Disposals are removed at carrying cost less accumulated depreciation with any resulting gain or loss reflected in
operations. : A

Depreciation is computed primarily under the straight-line method over the estimated remaining useful lives of the assets. Asset
lives range from 5 to 15 years with a predominant life of 10 years, which include buildings and improvements with an average life of

15 years and machinery and equipment with an average life of 9 years. . .

Property, plant and equipment was revalued pursuant to fresh start accounting. See Note 4.
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Planned Major Maintenance Activities

In connection with the application of fresh start accounting, Pioneer adopted a policy of expensing major maintenance costs when
incurred. Such costs are incurred when major maintenance activities are performed on Pioneer’s chlor-alkali plants. The change in
policy affects the accounting for major maintenance at the St. Gabriel plant since previously the costs were amortized over the period,
generally two years or more, between major maintenance activity. Pioneer incurred $1.6 million of major maintenance expenses at St
Gabriel in the fourth quarter of 2002. Major maintenance is performed at Pioneer’s other chlor-alkali plants on an annual basis.

Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of
such assets may not be recoverable. Determination -of recoverability is based on an estimate of undiscounted future cash flows
resulting from the use of the asset or its disposition. Measurement of an impairment loss for long-lived assets that management
expects to hold and use are based on the estimated fair value of the asset. Long-lived assets to be disposed of are reported at the lower
of carrying amount or net realizable value. See Note 16 for discussion of asset impairment charges recorded in 2002 and 2001 and
Note 24 for discussion of an impairment charge expected in 2003.

Other Assets

Other assets include amounts for deferred financing costs, which are being amortized on a straight-line basis over the term of the
related debt. Amortization of such costs using the interest method would not have resulted in material differences in the amounts
amortized during the periods presented. At December 31, 2001, unamortized debt issuance costs of $12.4 million were written-off
against the related debt balances in accordance with SOP 90-7. Amortization expense for other assets for the years ended December
31, 2002, 2001 and 2000 was approximately $0.1 million, $3.8 million and $4.8 million, respectively.

Excess Cost Over The Fair Value of Net Assets Acquired and Excess Reorganization Value Over The Fair Value of Identifiable
Assels :

Prior to Pioneer’s emergence from bankruptcy and application of fresh start accounting, excess cost over the fair value of net
assets acquired (“goodwill”) was amortized on a straight-line basis over 25 years. Amortization expense for excess cost over the fair
value of net assets acquired was approximately $8.9 million and $9.0 million for the years ended December 31, 2001 and 2000,
respectively. : o

Upon Pioneer’s emergence from bankruptcy and application of fresh start accounting, Pioneer recorded $84.1 million of excess
reorganization value over the fair value of identifiable assets (“goodwill”) attributable to its Canadian operations. In accordance with
SFAS 142, “Goodwill and Other Intangible Assets,” (“SFAS 1427), this goodwill will not be amortized. The carrying value of
goodwill will be reviewed at least annually, and if this review indicates that it will not be recoverable, as determined based on the
estimated fair value of the applicable reporting unit, Pioneer’s carrying value will be adjusted in accordance with SFAS 142. Pioneer
tested goodwill for impairment as of January 1, 2003. Based on a fair value calculation using projected earnings before interest, taxes,
depreciation and amortization, the estimated fair value of the Canadian operations exceeds book value.

The changes in the carrying amount of goodwill for the years ended December 31, 2002 and 2001 are as follows:

Predecessor Company:

" Balance as of January 1, 2001 : ‘ $179,560
Amortization expense (8.948)
Balance as of December 31, 2001 170,612
Fresh start accounting adjustments (86.548)

Successor Company: ‘ :
Balance as of December 31, 2001 84,064
2002 activity -
Balance as of December 31, 2002 - $84.064
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The impact of goodwill amortization expense, net of income tax, on net loss before extraordinary item, net income (loss), and earnings
(loss) per share is as follows:

SUCCESSOR
COMPANY PREDECESSOR COMPANY
YEAR ENDED DECEMBER 31.
‘ . o 2002 2001 2000

Reported net loss before extraordinary item . $ 4,757 $(271,537)  $(105,563)
Add back: Goodwill amortization, net of tax - - ‘ 7,043 7.119
Adjusted net loss before extraordinary item 4,757 $(264,494) $ (98.444)
Reported net income (loss) , ©$ (4357 S 142,775 $(105,563)
Add back: Goodwill amortization, net of tax _ ‘ - 7.043 7,119
Adjusted net income (loss) $ (4,757 $ 149818 $ (98444
Basic and diluted loss per share before extraordinary item: ' Co

Reported net loss ‘ ' $ (048) $ (23.53) $ (9.15)

Goodwill amortization, net of tax - - . - 061 0.62

Adjusted net loss : : 048 $ (2292 § (8.53)
Basic and diluted loss per share: . o ‘ ‘ s

Reported net income (loss) $ (048 $ 1238 $  (9.15

Goodwill amortization, net of tax ‘ - 0.61 0.62

Adjusted net income (loss) : $ (048 $ 11.77 $ (8.53)

Environmental Expenditures
Remediation costs are accrued based on estimates of known environmental remediation exposure. Such accruals are based upon

management’s best estimate of the ultimate cost. Ongoing environmental compliance costs, including maintenance and monitoring
costs, are charged to operations as incurred. See Note 20. ' ‘

Revenue Recognition
Pioneer generates revenues through sales in the open market and long-term supply contracts. Revenue is recognized when .the

products are shipped and collection is reasonably assured. Pioneer classifies amounts bllled to customers for shipping and handhng as
revenues, with the related shipping and handling costs included in cost of goods sold. ‘

Research and Development Expenditures

Research and development expenditures are expensed as incurred. Such costs totaled $1 0 rmll]on in 2001, and $1 4 million in
2000. No research and development costs were incurred during 2002.

Preferred Stock
Upon emergence from bankruptcy, all outstanding preferred stock was cancelled.
Income (Loss) Per Share

All of the Class A and Class B Common Stock of the Predecessor Company was cancelled upon emergence from bankruptcy.
Accordingly, per share amounts for the Successor Company and Predecessor Company are not comparable.

Basic income (loss) per share is based on the weighted average number of common shares outstanding during the period. Diluted
income (loss) per share considers, in addition to the.above, the dilutive effect.of potentially issuable common shares during the period.
Income (loss) per share for 2002, 2001 and 2000 were not affected by outstanding options to acquire shares of common stock because
the exercise prices of those options were greater than the average market price of Pioneer’s common stock during those periods.
Income (loss) per share for 2001 and 2000 was not affected by the 55,000 issued and outstanding preferred shares that could be
converted into 539,000 shares of common stock because their effect was anti-dilutive.
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Stock-Based Compensation

SFAS 123, “Accounting for Stock-Based Compensation,” as amended by SFAS 148, “Accounting for Stock-Based Compensation
Transition and Disclosure,” encourages all entities to adopt a fair value based method of accounting for employee stock compensation
plans, whereby compensation cost is measured at the grant date based on the value of the award and is recognized over the service
period, which is usually the vesting period. However, it also allows an entity to continue to measure compensation cost for those
plans using the intrinsic value based method of accounting prescribed by Accounting: Principals Board (“APB”) 25, “Accounting for
Stock Issued to Employees”. Under this method, compensation cost is the excess, if any, of the quoted market price of the stock at the
grant date (or other measurement date), over the amount an employee must pay to acquire the stock. Stock options issued under
Pioneer’s stock option plans have no intrinsic value at the grant date, and under APB 25, no compensation cost is recognized for them.
Pioneer has elected to continue with the accounting methodology in APB 25, and, as a result, has provided pro forma disclosures of
the net earnings, earnings per share, and other disclosures, as if the fair value based method of accounting had been applied.

The fair value of each stock option grant was estimated on the date of grant using the Black-Scholes option pricing model with the
following weighted average assumptions used for the grants in 2002; risk free interest rate of 3.8%, no expected dividend yield for all
years, expected life of 10 years, and expected volatility of 95%. Stock options generally expire 10 years from the date of grant and
fully vest after 3 years. At December 31, 2002, the weighted average remaining contractual life on outstanding options was 9.4 years.
Had compensation expense for the plans been determined consistent with SFAS 123, Pioneer’s pro forma net income (loss) and
income (loss) per common share for the three years ended December 31, 2002 would have been as indicated below:

SUCCESSOR
COMPANY PREDECESSOR COMPANY
' 2002 2001 2000
Net loss before extraordinary item:
AS TEPOItEd. ..ot $ (4,757) $(271,537)  $(105,563)
Pro forma stock compensation expense ............ (398) (225) (372)
Pro forma net loss before extraordinary item...... (5.155) (271.762) _(105.935)
Loss per common share - basic and diluted: ‘
Net loss before extraordinary item, as reported ....... $ (048) $ (2353) $ (9.15)
Net loss before extraordinary item, pro forma......... (0.52) (23.55) (9.18)

Foreign Currency Translation

Following SFAS 52, “Foreign Currency Translation,” the functional accounting currency for Canadian operations is the U.S.
dollar; accordingly, gains and losses resulting from balance sheet translations are included in the consolidated statement of operations.

Reclassifications

Certain amounts have been reclassified in prior years to conform to the current year.presentation. All reclassifications have been
applied consistently for the periods presented.

. Estimates and Assumptions

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America (“GAAP”) requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported-amounts of revenues and
expenses during the reporting period: Actual results could differ from the estimates, -

Derivatives

Pioneer adopted the accounting and reporting standards of SFAS 133, “Accounting for Derivative Instruments and Hedging
Activities,” as interpreted and amended, (“SFAS 133”) as of January 1, 2001. -SFAS 133 requires a company to recognize all
derivatives as either assets or liabilities in the statement of financial position and measure those instruments at fair value. Based upon
the contracts in effect at January 1, 2001, the adoption of SFAS 133 had no effect on the consolidated financial statements at that date.
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Prior to the settlement of derivative disputes (as discussed below) with CRC,. approximately 35% of the electric power supply for
Pioneer’s Henderson facility was hydropower furnished under a low-cost, long-term contract with CRC, approximately 50% was
provided under a supplemental supply contract with CRC, and the remaining 15% was provided under a long-term arrangement with a
third party. The supplemental supply contract entered into in March 2001 set forth detailed procedures governing the procurement of
power by CRC on Pioneer’s behalf. This agreement was not intended to provide for speculative power purchases on behalf of
Pioneer.

The dispute with CRC involved various derivative positions that were executed by CRC, purportedly for Pioneer’s benefit under
the supplemental supply contract. The derivative positions consisted of contracts for the forward purchase and sale of electricity as
well as put and call options that were. written for electric power. Pioneer disputed CRC’s contention that certain derivative positions
(the “Disputed Derivatives”) with a net liability at December 31, 2002, of $82.3 million were its responsibility. A net liability of
$87.3 million, consisting of the $82.3 million.liability for the Disputed Derivatives and a $5.0 million liability relating to transactions
that were not disputed (the “Approved Derivatives”), was recorded by Pioneer and is reflected in its December 31, 2002 balance sheet.
CRC further contended that other contracts (the “Rejected Derivatives™) reflecting an additional net liability of $41.0 million as of
December 31, 2002, were Pioneer’s responsibility. Pioneer did not record any net liability with respect to the Rejected Derivatives
because CRC did not provide any documentation of any relationship of those contracts to Pioneer.

The derivative positions include many types of contracts with varying strike prices and maturity dates extending through 2006.
The fair'value of the instruments varied over time based upon market circumstances. The fair value of the derivative positions was
determined for Pioneer by an independent consultant using available market information and appropriate valuation methodologies that
included current and forward pricing. Considerable judgment, however, is necessary to interpret market data and develop the related
estimates of fair value. Accordingly, the estimates for the fair value of the derivative positions are not necessarily indicative of the
amounts that could be realized upon disposition of the derivative positions or the ultimate amount that would be paid or received when
the positions are settled. The use of different market assumptions and/or estimation methodologies would result in different fair
values. Management of Pioneer believes that the market information, methodologies and assumptions used by the independent
consultant to fair value the derivative positions produced a reasonable estimation of the fair value of the derivative positions.
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The information in the tables below presents the electricity futures and options positions outstanding ($ in thousands, except per
megawatt hour (“mwh”) amounts, and volumes in mwh) for Approved Derivatives and Disputed Derivatives for the periods presented.

: December 31, 2002 - - December 31, 2001
Approved - Disputed Approved Disputed

Electricity Futures Contracts:
Purchases:
Contract volume (mwh) .... 9,335,840 ~ 12,785,000
Range of expirations (years) ' 1.00 to 4.00 0.251t05.00
Weighted average years until expiration 342 ' 341
Weighted average contract price (per mwh) ... 52.13 _ 59.38
Notional amount ' - 486,699 ~ 759,210
Weighted average fair value (per mwh) ' ‘ C 3714 31.00
Mark-to-market loss ‘ ' » (139,995) : . - (362,821)

Sales:. : ‘
Contract volume (mwh) .... : 4,627,160 218,600 7,919,200

Range of expirations (years) 1.00 to 4.00 0.50 to 1.00 0.251t05.00
~Weighted average years until expiration ‘ ! ) , 3.17 12 . 2353
Weighted average contract price (per mwh) ... ‘ : 47.67 38.72 62.59
Notional amount 220,580 . 8,464 495,679
Weighted average fair value (per mwh) 36.74 26.10 30.82
Mark-to-market gain : _ 50,585 2,758 251,553

Electricity Option Contracts:
Put (purchase):

Contract volume (Mwh) .......cccccovvvvevcvivrcannn. ’ 491,200 - ' 614,000 -
Notional amount...........c.ccceeeeiivrcreerenenansions $ 24,560 - - $ - $ 30,700 $ --
Years until exXpiration.........ccceceeeeveevververnnncn. 4.00 -- 5.00 --
Weighted average strike price........ccoccveineenee $ 50.0 $ - 8 50.00 $ -
Mark-t0-Market 10SS ....ccvervevrverevrrereirierennn $ (5,019) $ - $ (13,375) § -
Calls (sales):
Contract volume (mwh) ....c...cooeevvviievineiennnn. -- 3,288,000 61,600 4,534,200
Notional amount...........cceeeeveeereeiieeieeeeeveeeeeeeen $ - $ 174,264 $ 3,080 $ 246,549
Range of expirations (years) .....cc.c.ccrcvcrenernnane -- 3.0 0.25 0.25t0 4.00
Weighted average years until expiration......... -- 3.0 0.25 2.97
Weighted average strike price........ccccoevvecaan. $ - 3 53.00 S 50.00 $ 54.38
Mark-to-market gain ..........c.ceeveerererrirnreninnnnns h - $ 7,158 $ 271 $ 10,777
Total unrealized 108S ...coccovovivierviceeenernreiies $ (5,019 $ (82.252) $ (10346) § (100.491)

Summary of Approved and Disputed Derivative Assets and Liabilities:

December 31, 2002 December 31, 2001
Current derivative @SSEt....cc.vvvveeeeierirerverererererenons $ 17,834 $ 178,028
Non-current derivative asset .......c.cococveeeveereeeeeennns 41,362 87,625
Current derivative liability ......cccocooveveninennnnnnn (37,614) (168,865)
Non-current derivative liability.......ccccocceceeeniinnn. (108.853) (207,625)
Net derivative Hability.....ccccoovvrmreieieeeeiinne $ (87,271) $ (110.837)

Pioneer recorded estimated realized income and expense related to fulfilling or settling the obligations that could arise with respect
to the Approved Derivatives and Disputed Derivatives as a component of cost of sales. A net receivable from CRC of $21.0 million at
December 31, 2002, was recorded in “Other Assets.” The net receivable included $14.8 million of cash that CRC collected in the
form of premiums related to options that expired prior to December 31, 2002, but did not remit to Pioneer. The remaining $6.2
million of the net receivable represented an estimate of CRC’s net proceeds from the settlement of certain Approved Derivatives and
Disputed Derivatives on their delivery dates during 2002 that was not remitted to Pioneer. At December 31, 2001, the net receivable
from CRC recorded in “Other Assets” was $8.4 million.
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All of the conditions of the settlement of Pioneer’s dispute with the CRC were satisfied on March 3, 2003. As a result of the
settlement, which is effective as of January 1, 2003, Pioneer has been released from all claims for 11ab1hty with respect to electricity
derivatives posmons and all- 11t1gat10n between Pioneer and CRC has been dismissed. See Note 24.

4. Reorganization and Fresh Start Adjustments

On December 31, 2001, the Company and each of its direct and indirect wholly-owned U.S, subsidiaries emerged from protection
under the U.S. Bankruptcy Code, and on the same date PCI Canada emerged from protection under the provisions of Canada’s
Companies Creditors’ Arrangement Act.

Under the plan of reorganization that was effective on December 31, 2001, the common stock of the Predecessor Company was
cancelled, the holders of the Predecessor Company’s senior secured debt received $200 million in principal amount of new senior
secured debt and 97% of the common stock of the reorgafized company and unsecured creditors were entitled to receive the
remaining 3% of the common stock. Trade creditors with small claims received cash, and other critical vendors received or will
receive payments determined under individually-negotiated settlements. These share percentages exclude shares issuable upon the
exercise of options to be granted in connection with the Management Equity Incentive Plan adopted as part of the reorganization
proceedings. See Note 11.

Pioneer has applied fresh start accounting to the consolidated balance sheet as of December 31, 2001 in accordance with SOP 90-
7. Under fresh start accounting, a new reporting entity is considered to be created and the recorded amounts of assets and liabilities are
adjusted to reflect their estimated fair values at the date fresh start accounting is applied similar to the procedures specified in
accordance with SFAS 141, “Business Combinations.” In addition, the accumulated deficit of the Predecessor Company was
eliminated and its common stock was valued based on an enterprise vatue of $355 million. Pioneer subsequently adjusted the equity
value to include the effects of idling Tacoma and the net derivative liability, which were not considered in the initial valuation.
Pioneer recorded the effects of the plan of reorganization and fresh start accounting as of December 31, 2001, as follows: '

PREDECESSOR SUCCESSOR
COMPANY ! COMPANY
- CONSOLIDATED REORGANIZATION . FRESH START CONSOLIDATED
- BALANCE SHEET ADJUSTMENTS ADJUSTMENTS  BALANCE SHEET

CULTENE BSSELS «errveorveeeeeeererereeeseeresensioesmecesmeeenee S 250,570 S (1,769) 3 (44) $ 248,757

Property, plant and equipment, Net.......ccccurerurerrienen, 273,990 - 660 274,650
Other assels, NEL .ooviveeeieeieer e e reerirre e e e e e enres 13,031 - ©(1,215) - 11,816
Non-current derivative aSSel.......ooeeverererreerveerereeeenns g 87,625 - - 87.625
Excess reorganization value over the fair Co - . C
value of identifiable assets .......ccoovvvrenienenncerenenn, - 170,612 SR (86.548) 84.064
TOLAl ASSELS ..vvivvieviivieieeieeeerie e e ee e e $ 795.828 8  {1.769) $ (87.147) 7 12
Current Habilities..........ccooveerivcrierenresecresee s e $ 288,496 » o $ (55,350) % (2,226) $ 230,920
Long-term debt, net of current portion....................... 563,932 (355,231) -- 208,701
Accrued pension and other employee benefits........... | 16,099 - . 6,346 ‘ 22,445
Non-current derivative Lability ....c..coccovcnnrrrennenne 207,625 -- L - 207,625
Other long-term labiliti€s ....cc.ovevveiriiniiiiiinnreniee 11,694 -- 15,000 26,694
Redeemable preferred Stock .........coocvveevreverernieennnnns 5.500 (5.500) -- ‘ -
Total Habilities ........ovieeeereeieiireriec e 1,093,346 (416,081) . 19,120 696,385
Old commOon StOCK ......oveeereeriieeie e e eeceernee s . 115 (115) -- --
New commOn StOCK .......ocvevriiriereeire et srereere e - o100 ‘ - 100
Additional paid-in capital...........cocoonrvvinciiieinncnnone 55,193 414,327 (459,093) 10,427
Retained earnings (deficit) ......c.ocovveniiiiiininniiininens (352,174) C-- 352,174 --
Accumulated other comprehensive income................ (652) -- 652 -
Total shareholders’ equity (deficiency in assets) ..... (297.518) . 414312 (106,267) 10,527
Total liabilities and shareholder’s equity '
(deficiency in assets) .....cocveverevvunnees s . $ 795828 8§  (1.769) $ (87,147) 706,912

Reorganization adjustments reflect the forgiveness of debt, including related accrued interest, and certain prepetition trade
payables in consideration for new debt and new common stock, resulting in an extraordinary gain of $414.3 million.
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5. Divestitures

In August 2000 Pioneer completed the disposition of two of its former operating subsidiaries (“Kemwater”, collectively), which
manufactured and supplied polyaluminum chlorides to certain potable and wastewater markets in the United States. The products were
used primarily to remove solids from wastewater streams and to control hydrogen sulfide emissions. Kemwater also manufactured and
marketed aluminum sulifate to the wastewater and pulp and paper industries. No material gain or loss was recognized upon completion
of the sale of the Kemwater assets in 2000. Kemwater had revenues of $8.7 million in 2000.

. : .

6. Cash Flow Information

The net effect of changes in operating assets and liabilities are as follows:

SUCCESSOR
COMPANY PREDECESSOR COMPANY

YEAR ENDED DECEMBER 31,
2002 2001 2000 .

Accounts receivable $ 3,851 $ 4,463 $ 844
Inventories 4,454 6,489 (2,019)
Prepaid expenses , .. 435 .| . (3,614) 1,054
Other assets : (13,918) . (6,923) 5,145
Accounts payable 2,823 (5,636) 16,188
Accrued liabilities (8,733) . 36,709 . 12,934
Other long-term liabilities (3372 | ___(119 (5.415)
Net change in operating accounts $(10.539) $ 30,769 $28731

Non-cash financing activities:

In October 2002, Pioneer financed certain insurance premiums with two notes totaling $1.5 million and payable to a third party
financing company. Since the financing company distributed cash directly to the insurance company, the transaction was a non-cash
transaction for Pioneer. The notes payable are classified as short-term debt, and are payable in monthly installments through June
2003. The payment made by the financing company to the insurance company 1s classified as prepaid insurance, and will be amortized
over the term of the insurance policy.

In connection with Pioneer’s emergence from bankruptcy, Pioneer reached agreements with certain vendors regarding the
repayment of amounts owed to those vendors whereby certain amounts will be repaid over several years. To reflect their long-term
due dates, $2.4 million from accounts payable and $1.2 million from accrued liabilities were reclassified to long-term debt in
September 2002. Corresponding reclassifications are reflected at December 31, 2001.

On May 15, 2002, Pioneer converted $3.4 million of amounts owed to certain professionals for services provided during the
bankruptcy proceedings into interest bearing promissory notes due July 1, 2003. The $3.4 million was reclassified from accrued
liabilities to long-term debt.

In accordance with SOP 90-7, $12.4 million of unamortized debt issuance costs related to compromised debt was reclassified
against the related debt balance in Pioneer’s consolidated balance sheet in 2001.

Following is supplemental cash flow information:

SUCCESSOR PREDECESSOR

COMPANY COMPANY
‘ YEAR ENDED DECEMBER 31,
. 2001 2000
Interest paid............ $ 19,195 $ 3,343 $ 46,613
. Income taxes paid : o : :
(refunded............ (506) 210 (11
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7. Inventories

Inventories consisted of the following at December 31:

) 2002 2001
Raw materials, supplies and parts, net ............. % 8,105 $ 10,748
Finished goods and work-in-process................ 7,117 9,133
Inventories under exchange agreements........... B 89 (266)
©$ 15311 19.615

8. Investments in Basic Management, Inc. and the Landwell Company, L.P.

Prior to June 2000 the Company, through its predecessor subsidiary Pioneer Americas, Inc. (“PAI"”), was the record owner of
approximately 32% of the common stock of Basic Management, Inc. (“BMI”), which owns and maintains the water and power
distribution network within a Henderson, Nevada industrial complex. BMI is the general partner of and has a 50% interest in The
LandWell Company, L.P. (“LandWell”), which owns land in Henderson and Clark County, Nevada. Prior to June 2000 PAI also
owned an approximate 21% limited partnership interest in LandWell.

PAT’s interests in BMI and LandWell, together with certain other California and Louisiana real estate interests, constituted assets
that were held for the economic benefit of the previous owners of PAL Dividends and distributions received by Pioneer on account of
such interests were deposited in a separate cash account (the “Contingent Payment Account”), the balance of which was to be applied
in satisfaction of certain obligations of such previous owners under environmental indemnity obligations in favor of Pioneer, provided
that any amounts not so applied prior to April 20, 2015 were to be remitted to such persons.

In June 2000 Pioneer and the previous owners effected an agreement pursuant to which PAI agreed to transfer to the previous
owners the record title to the interests in BME, LandWell and the California and Louisiana real estate interests, as well as $0.8 million
of the cash balance in the Contingent Payment Account. The remaining $5.3 million balance in the Contingent Payment Account,
which was determined as an amount adequate to pay for future environmental remediation costs that would be subject to the indemnity
obligations of the previous owners and was unrestricted, was retained by Pioneer, in exchange for the release of the indemnity
obligations. This transaction resulted in a gain of $1.8 million. The Contingent Payment Account was closed as a consequence of this
transaction and the net proceeds from the settlement of $5.3 million were used to reduce outstanding obligations under Pioneer’s then
existing revolving credit facility.

9, Other Assets

Other assets consist of the following at December 31:

2002 2001
Accounts receivable under indemnification of environmental
FESEIVE...oeeieerecieer it se e iseneeaenceeeees s $ S 3200 8 3,200
Receivable for netrealized gain on matured derivatives ........ s 20,999 ' 8,425
Other ..ol ettt reas - 1,556 191
Other assets, NEL.......ooervereeereerrrererenieneaee ettt et arnes . 8 25755 § 11,816
10. Accrued Liabilities
Accrued liabilities consist.of the following at December 31:
L 2002 2001
Payroll and benefits ; - $ 5,042 $ 7,541
Reorganization {tems .........oceees coveiviiiiiininnn.. ‘ - 9,468
Electricity ...ccvvveecrirrnieeiriene 5,310 4,089
Other accrued liabilities....ooeveee oo 7,809 11.870
Accrued liabilities............... : $ 18.161 $ 32,968
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11. Employee Benefits

Pension Plans

Pioneer sponsors various non-contributory; defined benefit plans covering substantially all union and non-union employees of
Pioneer Americas and PCI Canada. Pension plan benefits are based primarily on participants’ compensation and years of credited
service. Annual pension costs and labilities for Pioneer under its defined benefit plans are determined by actuaries using various
methods and assumptions. Pioneer intends to contribute such amounts as are necessary to provide assets sufficient to meet the benefits
to be paid to its employees. Pioneer’s present intent is to make annual contributions, which are actuarially computed, in amounts not
more than the maximum nor less than the minimum allowable under US and Canada statutory requirements. Plan assets at
December 31, 2002 and 2001 consist primarily of fixed income investments and equity investments.

In connection with Pxoneer s application of fresh start accountmg on vDece‘mber 31, 2001, Pioneer adjusted the amounts recorded
for pension and post-retirement benefits other than pensions liabilities to include all previously unrecognized actuarial gains and
losses, as well as unrecognized prior service costs.

Global capital market developments resulted in negative returns on Pioneer’s defined benefit plan assets and a decline in the
discount rates used to estimate the liability. As a result, Pioneer was required to record an additional minimum pension liability of
$5.1 million for plans where the accumulated benefit obligation exceeded the fair market value of the respective plan assets.
Additional minimum liability of $5.0 million was included in Pioneer’s accumulated other comprehenswe loss. Information
concerning the pension obligation, plan assets, amounts fecognized in Pioneer’s financial statements and underlying actoarial
assumptions is stated below. : ‘

Successor Predecessor
‘Company Company
. S 2002 201
' . Change in beneﬁt obh gatxon " _ ; o
, Projected benefit obligation, beginning of year........ $ 68,058 | $ 63,086
SEIVICE COSE .. eurrimerinririsriscesinsiceiseie e ecene 2,463 | 2,724
Interest cost................ e e e 4,640 4,556
Actuarial IoSSes ..o 466 486
Benefits paid ......... et er et et ar e e r e rans (3,108) | (1,780)
Net transfer in (OUL) ..o 949 (1,014)
Curtailment ZaIn .......c.ccceevivireernenireaeenaaareeeeas . (1,220) ' --
Plan amendments .........ocveevnienionnneccceeer e 8 --
Projected benefit obligation, end of year ................. $§_72.256 | $ 68.058
Change in plan assets:
Market value of assets, beginning of year................. $§ 55,149 | $ 53,950
Actual return on plan assets .......cceeeemreeeeenrennn, s - (3,563) (25)
Employer contributions...........ccovevcrnmreccencae Ll 3,923 4,044
Net transfer in (00).....ocovvivveeeviniivevinrecnen PURSTRRIR ‘ 949 (1,014)
Benefits paid ........c.cocvcvvieiieeennns SUSROUUURPR LV (3,108) (1,780)
Administrative expenses ........... rerer et e (38) (26
Market value of assets, end of year.......c..ccocvrnne $ 53312 | $.55.149
Development of net amount recognized:
Funded STatUs ..o...ooviiivieieeieeecie ettt v ene s $(18,944) | $(12,701)
Unamortized actuarial 108S.........ccccoevvvvveccvvcrccireennn, _ 8,323 4,292
Unrecognized prior SErvice COSL...cuririernanrenned! / 13 1,233
Net amount recognized .........oooveerievnneieiecresrenerennens $ (10,608) | $ (7,176)
_ Fresh start accounting adjustment........ STOUIRURO -= (3.370)
. Net amount recognized .......coocovovcncivcncniniincnin, . $.(10.608) | $(12,546)




SUCCESSOR COMPANY

2002 2001
Amounts recorded in the consolidated balance sheets:
Accrued pension Liability ......ccocecoiveeiciiieeiniiseeeceene, $ (10,608) $(12,546)
Additional minimum liability.......ccoccoinirininisenceccen (5,115) --
INtangible ASSel....cciiiiiriirie et 91 --
Other comprehensive 108S ........oovvvceeiiiiieccererercere e 5,024 --
Net amount reCOZNIZEd ....c.cverireiiieiieeereieieree s eesienees $ (10.608) $(12.546)
SUCCESSOR PREDECESSOR
COMPANY COMPANY
2002 2001 2000
Components of net periodic benefit cost:
SEIVICE COSE.viiviintiitiiiriiririitesereeetesrr et enesssesessbesavesarenes $ 2,463 $ 2,724 $ 2,766
TNEETESE COSL.vviiiiiiriiiiirtee et cee e esrer v enrnesestresenas 4,640 4,556 4,187
Expected return on plan assets .....c..ccocevvenreeeeeneernennen (4,294) (4,273) (4,109)
Amortization of prior ServiCe COst........ccuvvvrvrcrrererrrennns % 196 126
Net period benefit Cost.......cvvivirrniornecrnrenerenirerienens 3 2.804 $ 3,203 $ 2970
Weighted-average assumptions as of December 31:
DISCOUNL TALE ....covvenrevierineriienetenireneeieerer e sereseeeseeeneenaee 6.9% 7.1% 7.5%
Expected return on plan assets ........ccoveeerevereererenenens 8.0% 8.0% 8.0%
Rate of compensation inCrease............c.ooeeereererernnnn. 3.2% 3.9% 4.4%

Defined Contribution Plans

Pioneer offers defined contribution plans under which employees may generally contribute from 1% to 15% of their compensation.
Pioneer also contributed funds to the plans in the amount of 50% of employee contributions up to 4% to 6% of employee
compensation, depending on the plan. Effective February 1, 2002, Pioneer suspended making matching contributions to the plans in
order to reduce fixed costs. Contribution expense under the plans were $0.1 million, $1.0 million and $1.2 million in 2002, 2001 and

2000, respectively.

Post-Retirement Benefits Other Than Pensions

Effective January 1, 1999, Pioneer modified its retiree health care benefits plan. Employees retiring on or after January 1, 1999
will not receive company-paid retiree medical benefits. Eligible employees who retired prior to January 1, 1999 continued to receive
certain company-paid health care benefits. Pioneer provided certain life insurance benefits for qualifying retired employees who

reached normal retirement age while working for Pioneer.
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Information concerning the plan obligation, the funded status, amounts recognized in Pioneer’s financial statements and
underlying actuarial assumptions is.stated below. '

SUCCESSOR | PREDECESSOR
COMPANY COMPANY
2002 2001

Change in benefit obligation:
Accumulated post-retirement benefit obligation, ‘
beginning of year................ ' $ 8,967 $ 8,207

Service cost ‘ 98 117
Interest cost 589 602
Actuarial (gain)/loss (276) 404
Plan amendments (192) --
Benefits paid ; (428) : (363)
Accumulated post-retirement benefit obligation, end of year § 8,758 $ 8967

Funded status $ (8,758) $ (8,967)
Unrecognized prior service cost (192) --
Unrecognized net (gain) loss ' ' ' S (647 404
Accrued benefit cost ' $ (9,597) $ (8,563)

Fresh start accounting adjustment (404)

Accrued benefit cost 3 g9§597! $ (8.967)

SUCCESSOR | ' PREDECESSOR
COMPANY COMPANY
2002 2001 2000

Comporents of net periodic benefit cost:
SEIVICE COSE ..ottt $117 $122

Interest COSt ..ovvvivmiiiniiniiineccciiae, e, 602 5379
Amortization of net (gain) loss ‘ 31 - 37
Net period benefit cost ..ol e, $ 750 $738

. Weighted-average assumptions as of December 31:
DISCOUNE TALE ...evevenireirierrerrn e e seenee. 6.8% 7.2% 7.6%

The weighted-average annual assumed health care trend rate is assumed to be 8% for 2003. The rate is assumed to decrease
gradually to 4.5% in 2012 and remain level thereafter. Assumed health care cost trend rates have a significant effect on the amounts
reported for the health care plans. A one-percentage-point change in assumed health care trend rates would have the following effects:

1-PERCENTAGE 1-PERCENTAGE
POINT INCREASE POINT DECREASE

Effect on total of service and interest cost
COMPONENLS ..eveeeeveecreeienieraeiieseeeneesececseeseneens $ 101 $ (83
Effect on post-retirement benefit obligation..... 1,125 (935)

Stock Based Compensation

Pioneer has a stock incentive plan that provides for the granting to key personnel and directors of options to purchase up to 1.0
million shares of common stock of the Successor Company. The options may be either qualified incentive stock options or
nonqualified stock options. Stock options granted to date have an exercise price equal to or exceeding the market value of the shares
of common stock on the date of grant. Options awarded to Pioneer’s employees become exercisable in annual increments over a
three-year period beginning one year from the grant date. Options awarded to directors become exercisable on the anniversary of the
date of their election as directors.

Prior to bankruptcy, Pioneer had two stock incentive plans, which provided key employees the option to purchase shares of
common stock. The plans authorized the issuance of options to purchase up to a total of 2.3 million shares of common stock, with
vesting periods of up to three years and maximum option terms of ten years. In addition, options for the purchase of 0.3 million shares
had been issued outside the scope of the stock option plans. These plans were terminated and all outstanding options were cancelled
pursuant to the plan of reorganization.
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The following table summarizes the transactions with respect to the stock options of the Successor Company for the year ended
December 31, 2002 (shares in thousands):

WEIGHTED AVERAGE

NUMBER OF EXERCISE PRICE EXERCISE PRICE OPTIONS
SHARES PER SHARE PER SHARE EXERCISABLE
2002:
Granted......ccvovireeerereeeeereneseeeeieeeees 892 $2.00 - $4.00 : $2.87
Forfeited .......oovovvererivenrecenirenene 174 $2.50 $2.50
Outstanding at December 31, 2002 .... 718 $2.00 - $4.00 $2.96 40

The following table summarizes the transactions with respect to the stock optlons of the Predecessor Company for the two-year
period ended December 31, 2001 (shares in thousands):

' WEIGHTED AVERAGE
NUMBER OF  EXERCISE PRICE EXERCISE PRICE OPTIONS
SHARES PER SHARE PER SHARE . EXERCISABLE

Outstanding at December 31, 1999 ... 1,544 $4.08-$11.12 $ 5.08 520
2000: ‘ e :

Granted .........coovvveveeeeeeerieeeeeeeees - 102 ) $5.45 . $545

EXercised ..ovoievivveiecereeieeee e 3) $4.95 $ 495

Forfeited ......ccccooveviviecceeeceeen. (204) - $4.09-%78 . - $5.01
Outstanding at December 31, 2000 .... 1,439 $4.08-$11.12 .- $5.11 773
2001: ‘ .

Forfeited ......ccoovvevvevreviiireeece e , 90) © $4.09-%$7.86 . %51

Cancelled......ocovceveimveeinrivnecrieinenes (1,349) $4.08-$11.12 $5.03

Outstanding at December 31, 2001 .... - - I
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12. Debt

At December 31, 2002, in addition to the long-term debt shown below, Pioneer had short-term notes payable of $1.5 million
related to insurance premium financing. The interest rate on the short-term notes is 5.36%. The amount owed is payable in monthly
installments through June 1, 2003.

Long-term debt consisted of the following at December 31:

Senior Secured Debt: '
Senior Secured Floating Rate Guaranteed Notes, due December 2006, variable
interest rates based on the three-month LIBOR rate plus 3.5%.......ccccvevevveeencrercnennes $ 45422 $ 45422
Senior Floating Rate Term Notes, due December 2006, variable interest rates
based on the three-month LIBOR rate plus 3.5% ......ccoccoonivininninicininiicins 4,578 4,578
10% Senior Secured Guaranteed Notes, due December 2008 ..........cooovvviiviieeiiiiieeeenns 150,000 150,000
Revolving credit facility; variable interest rates based on U.S. prime rate plus a
margin ranging from 2.75% to 3.50% expiring December 31, 2004..........ccccoeennene. 14,704 --
Debtor-in-Possession (“DIP”) facility; variable interest rates based on U.S. prime
Rate plus 0.5% and Canadian prime rate plus 1.25% ......ccccovvcieniicninnnniiiiienns -- 6,603
Other debt:
Promissory notes for bankruptcy related professional fees due July 1, 2003 (subject
to payment on May 31, 2003, under certain circumstances); variable
interest based on the three-month LIBOR rate plus 3.50% .......ccovvveevcrciiiniiinnnns 3,428 --
Unsecured, non-interest-bearing, long-term debt, denominated in Canadian dollars
(amounts below are in Canadian dollars), original face value of $5.5 million,
payabtle in five annual installments of $1.0 million and a final payment of $0.5
million, beginning January 10, 2002, with an effective interest rate of 8.25%, net of

unamortized discount of $0.6 million at December 31,2002 .........ccocccooiiviiiiiireinnn.. 2,473 2,881
Other notes, maturing in various years through 2014, with various

installments, at VArious iNTEIESE TAIES ....vveviv vrererereeieeieeeeisireestreeesrnnseesssvesaenssesesenrnnens 6,450 7,469

TOLAL .ottt ettt ettt ee bt e e b e e bt stte ettt et re e ta e e tbe e bee s r e et e nbbe s e eerets 227,055 217,013
Current maturities of long-term debt .......ccccoiiiirniiiiiniiiniiic s (19.592) (8.312)

Long-term debt, 1eSS CUITENEt MALUITHES ..eveeverrreeireriie ettt eee e $ 207.463 $ 208,701

Upon emergence from bankruptcy, senior secured debt outstanding under various debt instruments consisted of the Senior
Guaranteed Notes, the Senior Floating Notes, the 10% Senior Secured Notes and the Revolver which was used shortly after Pioneer’s
emergence from bankruptcy to replace $6.7 million of debtor-in-possession financing which was outstanding as of December 31,
2001. In addition, at December 31, 2002, Pioneer had $3.4 million of promissory notes for fees owed to professionals for services
they performed during the bankruptcy proceedings; $2.5 million for an unsecured non-interest bearing instrument payable to a critical
vendor for the settlement of pre-petition amounts owed to that vendor, which contains a covenant that allows the vendor to demand
immediate repayment and begin charging interest at a rate of 9.3% if Pioneer’s liquidity falls below $5 million (Canadian dollars);
$1.2 million payable over several years to another critical vendor; and $5.2 million of other debt outstanding, comprised of notes
maturing in various years through 2014. Because the Revolver requires a lock-box arrangement and contains a clause that allows the
lender to refuse to fund further advances in the event of a material adverse change in Pioneer’s business, the Revolver must be
classified as current debt. Since the DIP Facility was refinanced with the Revolver, the $6.7 million balance outstanding at
December 31, 2001 is classified as current debt.

The Revolver provides for revolving loans in an aggregate amount up to $30 million, subject to borrowing base limitations related
to the level of accounts receivable, inventory and reserves. The Revolver provides for up to an additional $20.0 million of availability
in the event of successful syndication of additional credit to one or more lenders acceptable to the lender, but it is not anticipated that
such syndication efforts will occur in the near future.

Borrowings under the Revolver are available through December 31, 2004 so long as no default exits and all conditions to
borrowings are met. Borrowings under the Revolver accrue interest determined on the basis of the prime rate plus a margin. Pioneer

incurs a fee on the unused amount of the facility at a rate of .375% per year.

Note 2 includes a discussion of the financial covenants included in the Revolver, and Pioneer’s compliance with those covenants.
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Interest on the 10% Senior Secured Notes is payable on June 30" and December 31%'. Interest on the Senior Guaranteed Notes and
the Senior Floating Notes is payable quarterly on March 31, June 30", September 30" and December 31,

Pioneer is required-to make mandatory redemptions of Senior Floating Notes and Senior Guaranteed Notes from and to the extent
of net.cash proceeds of certain asset sales, new equity issuances in excess-of $5 million and excess cash flow (as defined in the related
agreements). Pioneer is also required to make mandatory prepayments if certain levels of Pioneer Americas’ EBITDA are realized,
and if there is a change of control. See Note 2 for a more detailed discussion of an antlclpated prepayment obligation in the first
quarter of 2003 relating to Pioneer Americas’ EBITDA. :

The holders of the 10% Senior Secured Notes may require Pioneer to redeem 10% Senior Secured Notes with net cash proceeds of
certain asset sales and of new equity issuance in excess of $35 million (if there is no indebtedness outstanding under the Senior
Floating Notes and the Senior Guaranteed Notes). In addition, the holders may require Pioneer to repurchase all or a portion of the
notes upon the occurrence of a change of control.

Pioneer may prepay amounts owed on the Senior Guaranteed Notes, the 10% Senior Sécured Notes ‘and the Senior Floating Notes
in minimum amounts of $1,000,000 or more, and Pioneer may, at its option, terminate the Revolver. If the Revolver is terminated
early, there will be a premium due that ranges from 1% to 3% of $50 million, depending upon the termination date. On or after
December 31, 2005, Pioneer may redeem some or all of the 10% Senior Secured Notes by paying the holders a percentage declining
from 105% to 100% (depending on the year of redemption) of the stated principal amount plus accrued and unpaid interest to the
redemption date. :

The obligations under the Revolver are secured by liens on Pioneer’s accounts receivable and inventory, and the obligations under
the Senior Notes are secured by liens on substantially all of Pioneer’s other assets, with the exception of certain assets that secure the
obligations outstanding under certain other long-term liabilities. 4

The debt agreements contain covenants requiring Pioneer to meet minimum liquidity levels, and limiting Pioneer’s ability to,
among other things, incur additional indébtedness; prepay or modify debt instruments, grant additional liens, guarantee any
obligations, sell assets, engage in another type of business or suspend or terminate a substantial portion of business, declare or pay
dividends, make investments, make capital expenditures in excess of certain-amounts,-or -make-use-of the proceeds of borrowings for
purposes other than those specified in the agreements. The agreements also include customary evénts of default, including a change of -
control under the Revolver. Borrowings under the Revolver will generally be available subject to the accuracy of all representations
and warranties, including the absence of a material adverse change and the absence of any default or event of default.

Scheduled maturities of long-term debt at December 31, 2002 are as follows:

SENIOR
SECURED
DEBT OTHER TOTAL
2003 $  —  $487 § 4887
2004 14,704 1,549 16,253
2005 - 1,652 1,652
2006 50,000 1,641 51,641
2007 | - 855 855
Thereafter 150,000 1,767 151,767

On December 31, 2002, the borrowing base under the Revolver was $30.0 million. Borrowing availability after borrowings and
letters of credit was $11.4 million, and net liquidity (consisting of cash and borrowing availability) was $14.2 million.

13. Consolidating Financial Statements

PCI Canada (a wholly-owned subsidiary of PCI) is the issuer of the $150 million 10% Senior Secured Notes, which are fully and
unconditionally guaranteed on a joint and several basis by PCI and all of PCI’s other direct and indirect wholly-owned subsidiaries.

Pioneer Americas (a wholly-owned subsidiary of PCI Canada) is the issuer of the $45.4 million of Senior Guaranteed Notes and

$4.6 million of Senior Floating Notes, which are fully and unconditionally guaranteed on a joint and several basis by PCI and all of
PCI’s other direct and indirect wholly-owned subsidiaries. Together, PCI Canada, Pioneer Americas and the subsidiary note
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guarantors comprise all of the direct and indirect subsidiaries of PCL

Condensed consolidating financial information for PCI and its wholly-owned subsidiaries is presented below. Information is
presented as though the Successor Company organizational structure had been in place for all periods presented. Separate financial
statements of PCI Canada and Pioneer Americas.are not provided because we do not believe-that such information would be material
to investors or lenders of the Company. ‘ :

.

CONDENSED CONSOLIDATING BALANCE SHEET - SUCCESSOR COMPANY

DECEMBER 31, 2002
PCI PIONEER OTHER ) . . PIONEER
PCI CANADA AMERICAS GUARANTORS ELIMINATIONS CONSOLIDATED
ASSETS i :

Current assets: » :

Cash and cash equivalents .......c....coovvrcvmeccnmiciniecnecnnnces $ - $ 1702 § 1,074 $ 13 $ - $ 2,789
Accounts receivable, net... - 9,462 30,521 - 39,983
Inventories, net............. - 5,865 9,446 - - - ) 15,311
Current derivative asset..ic..ooeiveeeerenns - -- 17,834 o - . ’ - . 17,834
-Prepaid expenses and other current assets 2,687 1,702 390 - = 4.779

Total current assets.......c..ccevruennnnne. 2,687 18,731 59,265 13 - 80,696

Property, plant and equipment, net... -- 122,558 118,183 1,528 - 242,269
Other assets, NEL......c..cccevrerereenn. - -- 25,755 - . ’ - - 25,755
Intercompany receivable.... -- 70,265 - 54,526 (124,791) -
Investment in subsidiaries .... 7,314 -- - - (7,314) --
Non-current derivative aSSEL.....cvvvivvruricrrecreeresonnerieesiressennies - -- 41,362 - -- 41,362
Excess reorganization value over the fair value of . T : i
identifiable aSSEls ...l - 84,064 - i - -- 84,064

TOLAL ASSELS .vvevneccrrenanieseess e mseesrer s seesnsennns $ 10001 $ 295618 244,56° ©$ 56,067 $ (132.105) $_474,146
LIABILITIES AND STOCKHOLDERS’ : : '
EQUITY (DEFICIENCY IN ASSETS)

Current liabilities: . . ) . :
ACCOUNES PAYADIE «.ooiviieiireictriiee i $ - $ 6679 $ 13481 8 33 $ -- . $ 20,193
Accrued liabilities......... 5 6,119 12,037 - ' - - 18,161
Current derivative liability.......... s - 37,614 b ) -- © 37,614
Current portion of long-term debt... 1.520 474 19.091 - 27 - 21,112

‘Total current liabilities............... 1,525 13,272 82,223 60 - 97,080
Long-term debt, less current portion.. R 151,999 55,375 89 - 207,463
Investment in subsidiary............. -~ . 146,947 - R ©(146,947) -
Intercompany payable .....c..coeevviinnienneen: 7,224 L 117,567 - (124,791) -
Accrued pension and other employee benefits..........ccovvune. -- 8,865 17,267 - - 26,132
Non-current derivative Hability ..........ccooovvveiiniiinininnnns -- -- 108,852 -- - 108,852
Other long-term liabilities ............covevennn. - 20,739 10,228 - 2,400 - - 33,367
Stockholders’ equity (deficiency in assets)........coevvveereevnne 1,252 (46.204) (146.947) 53,518 139,633 1,252

Total liabilities and stockholders’

equity (deficiency in assets).......ereererneveneninnnuenennne $.10001 §$ 295618 3§ 244,565 - $ 56,067 $ (132.105) $ 474,146
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CONDENSED CONSOLIDATING BALANCE SHEET - SUCCESSOR COMPANY
DECEMBER 31, 2001

. PCI PIONEER OTHER PIONEER
PCI CANADA AMERICAS ° GUARANTORS ELIMINATIONS _CONSOLIDATED
ASSETS ’
Current assets: - ' ) .

Cash and cash equUIValENtS .....c..cccueererrcermvecircnersennecsensinens $ - $ 1950 $ - 1,674 5 - $ - $ 3,624
Accounts receivable, net...... -- . 8,889 32,561 118 R 41,568
Inventories, net................ - 6,320 13,295 - - } 19,615
Current derivative asset............coceeevrinnane -- - 178,028 . -- -- 178,028
Prepaid expenses and other current assets 2,202 3.138 582 - - : 5922

Total current assets..........coecvecrreennn. 2,202 20,297 « 226,140 . 118 .- 248,757
Property, plant and equipment, net.. - 132,726 140,396 1,528 . -- 274,650
Other assets, Net.........coceeevviverennns -- . - . - 11,816 R - . 11,816
Intercompany receivable... -- 68,984 -- 54,040 (123,024) B --
Investment in subsidiaries .... . 16,188 -- o -- -~ (16,188) . . --
Non-current derivative 8SSet.......cecvvicieeirieriernrerienriesresrenerens -- : -- + 87,625 - -- 87,625
Excess reorganization value over fair value of identifiable . ) } \
AASSEIS Leeirietrransetieteeene e e ta et et e s pan et se et raanreatere et e nen - 34,064 - -- - 84,064
TOtal @SSELS «...vevreieecocrcrr et e $ 18390 $ 306.071 $ 465977 $ 55686 ‘ $ (139212) $ 706912
LIABILITIES AND STOCKHOLDERS’ L
EQUITY (DEFICIENCY IN ASSETS) R

Current liabilities: ) . . :
ACCOUNES PAYADIE .....oeverirvrriaveicsrer e ressn s sae s nenens $ - $ 8311 $ 12458 $ 6 $ - $ 20,775
Accrued liabilities..... - 14760 - 18,208 -- -- 32,968
Current derivative liability.......... -- - 168,865 ' - - 168,865
Current portion of long-term debt.. -- 6,402 1,883 27 . -- 8312
Total current Habilities. .......ctvcvvrovveiiieeeverereriereieie e s - 29,473 201,414 © 33 - 230,920
Long-term debt, less current portion.. -- 152,253 . 56,331 . 117 - 208,701
Investment in SUDSIAIALY .....coveviviiiernenciictc e -- 139,311 -- - (139,311) --
Intercompany payable ..........cccovieiiniinn. . 7,863 - 115,160 -- (123,023) --
Accrued pension and other employee benefits..............ccocc. - 8,378 14,067 .- - 22,445
Non-current derivative liability .. - L 207,625 - - 207,625
Other long-term Habilities ........c.coovnrevieiecinne e e - 14,675 10,691 1,328 -- - 26,694
Stockholders’ equity (deficiency in assets)......c..cc.ccoccveuevene. 10,527 (38.019) (139.311) 54,208 123,122 10,527
Total liabilities and stockholders’ . ‘ )
equity (deficiency in aSSels)........cvvcoerermrernrreeerceenene $ 18390 $ 306071 $ 465977 $ 55,686 $ (139212) $ 706912

CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS SUCCESSOR COMPANY
FISCAL YEAR ENDED DECEMBER 31, 2002

PCI . PIONEER OTHER PIONEER

rCI CANADA  AMERICAS GUARANTORS ELIMINATIONS CONSOLIDATED

REVENUES...ccocvveeiii vttt $ - - $149,048 $ 238499 $ - $(70,637) $ 316,910
Cost of sales... - 131.093 223,027 797 (70.637) 284,280
Gross Profit.......ccccceieniiincirei s - 17,955 15,472 (797 - 32,630
Selling, general and administrative : e ) : ‘

EXPENSES...cviviiriererrenienisete e et se st erensre s 400 5,988 16,917 (184) -- 23,121
Change in fair value of derivatives .................... - - (23,566) o - - (23,566)
Asset impairment and other charges ....... - 166 21,243 - -- 21.409
Operating income (1088)........ccn.... e (400) 11,801 + 878 (613) -- 11,666
Interest expense, net..... -- (14,557) (4,336) 2 -- (18,891)
Other income, net...... -- 1,426 340 (79) -- 1,687
Loss before income taxes. (400) (1 330) .(3,118) (690) -- (5,538)
Income tax benefit .........ccovicerrrcencicninnsraes e - 781 . - - -- i 781
Net loss before equity in earnings of '

SubSIAIAMES ..o (400) (549) (3,118) (690) - V. (4757)
Equity in net earnings (loss) of subsidiaries (4.357) (3.118) -- -- . 7,475 -
Net income (loSS)...c.criveeriririniereiiniceeesreeceniens (4.757) (3.667) . “(3.118) (690) $__ 7475 4,757
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CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS - PREDECESSOR COMPANY
FISCAL YEAR ENDED DECEMBER 31, 2001

__PCI

Revenues
Cost of sales....

PCI
CANADA

$ 166,300
134,996

PIONEER

AMERICAS GUARANTORS

$ 296,723
- 283,273

OTHER

ELIMINATIONS

$ 18
36

Gross profit

Selling, general and administrative
expenses

Change in fair value of derivatives ....

Asset impairment and other charges ..

31,304
10,065

5.459

13,450

31,047
110,837
7479

(18)
270

Operating income (loss)
Interest expense, net

Reorganization items ...
Fresh start adjustments
Other income (expense), net

(144)
(514)

55, 235

15,780

(10416) -

@
(64,766)
604

(135913)
(25,173)

. (6497)
(180,858)
(4,702)

(288)
93

(607)
5267

Income (loss) before income taxes.. . 54,577
Income tax expense --

(58,800)
(3,123)

(353,143)

4,465

Net income (loss) before equity in earnings of
subsidiaries and extraordinary item:
Equity in net earnings (loss) of subsidiaries

(61,923)
15.497

(353,143)

4,465

Net income (loss) before extraordinary item.
Extraordinary item - net of tax

(46,426)
27,761

(353,143)
368.640

4,465
—116

Net income (loss)

FISCAL YEAR ENDED DECEMBER 31, 2000

$ _ 15497

$ $ 4581

$ (79.55%)

(79.969)
410

84,077

84,487

84,487

(1.413)
83,074

$§ 83.074

\
CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS PREDECESSOR COMPANY

PIONEER

CONSOLIDATED

$ 383482
338,336
45,146

41,526 -
110,837
12,938
(120,155)
(36,010
(6,499)
(106,519)

(271,537

(271,537)
414,312
$ 142, 175

PIONEER
CONSOLIDATED

PCI _PIONEER OTHER
PCI _ CANADA AMERICAS’ GUARANTORS _ELIMINATIONS

REVEIUES ...ecvevereerrneeieiiencenssessaietasrsnesseserennons $ - $ 160,543 $ 302,308 $ 10414 $ (70,357
Cost of sales .. -- 137.875 293,046 10,340 (70,264)
Gross Profite.....ciiiiiiiisc i -- 22,668 9,262 74 (93)
Selling, general and administrative

EXPENSES 1evererereeirarreeeririaresessestesearessaressesassaseeserns 541 13,283 27,295 2,308 --
Operating income (loss) . (541) 9,385 (18,033) (2,231) - (93)
Interest expense, net........... (858) (17,229) (38,018) (223) --
Other income (expense), net...... (253) 152 (34.738) 38,148 -
Income (loss) before income taxes (1,652) (7,692) (90,789) 35,694 (93)
Income tax (expense) benefit........ccocovivininniinnne (7.929) 2,686 (35.788) - --
Net income (loss) before equity in net earnings of . '

SUbSIAIATIES c...eevveveeccerrerecrricencrrarreressesenreanenes (9,581) (5,006) (126,577) 35,694 (93)
Equity in net earnings (loss) of

SUDSIAIATIES «evverieecreeiiee e et ceesereannerenes (95.889) (126,577) -- 222466
Net income (L0SS) vvveivrrecrarinriinrrecnenniinsrressesseneeis $ (105470) $ (131 583) $ (126 577) 35,694 $ 222,373

$ 402,908
370,997
31,911

43,424
(11,513)
(56,328)

3.309
(64,532)
(41,031

(105,563)

§ (05.563)

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS - SUCCESSOR COMPANY

FISCAL YEAR ENDED DECEMBER 31, 2002

-Net cash flows from operating activities..........cc.ocecennenan.

Cash flows from investing activities:
Capital expenditures ................ .
Proceeds from disposal of assets...............

Net cash flows from investing activities ...............

Cash flows from financing activities:

Debtor-in-possession credit facility, net..........ccocveenee ‘
Revolving credit borrowings, net....
Repayments on long-term debt ................. .
Net cash flows from financing activities ...............
Effect of exchange rate changes on cash and
cash equivalents.....ocoeiiieiemcniine e
Net increase (decrease) in cash and cash equivalents......
Cash and cash equivalents at beginning of period...........
Cash and cash equivalents at end of period..........cce.eueee
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PCI PIONEER OTHER PIONEER
PCI_ CANADA AMERICAS _GUARANTORS CONSOLIDATED

$§ - 3 6348 § (6139 $ 41 $ 250
- (3.332) (7,283) - (10,615)

- . 2047 - P 2,047

- (1.285) (7.283) - (8,568)

- (5.774) (889) - (6,663)

~ 14,704 - 14,704

- (628) (993) (28) (1.649)

- (6,402) 12,822 (28) 6,392

- 1.091 - - 1,091

- (248) (600) 13 (835)

- 1.950 1.674 ] 3,624

$ - § 170 § 1074 $ 13 $§ 2789




CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS -
FISCAL YEAR ENDED DECEMBER 31, 2001

PREDECESSOR COMPANY

PCI PIONEER OTHER PIONEER
PCI CANADA AMERICAS _GUARANTORS CONSOLIDATED
Net cash flows from operating activities........... TP $(668) $ 8764 § 25154 $ (344) $ 32906
Cash flows from investing activities: .
Capital expenditires ........ccccovvervniniimncien e -- (3,772) (9,340) - (13,112)
Proceeds from disposal of assets.................. -- 17 216 -- 233
* Net cash flows from investing activities ............... C - (3.755) (9.124) - (12.879)
Cash flows from financing activities:
Debtor-in-possession credit facility, net.........c.ccceeenn. - 5,774 889 -- 6,663
Pre-petition revolving credit borrowings, net.. - (11 737) (15,844) - (27,581)
Repayments on long-term debt .................... - (543) (28) (571)
Net cash flows from financing activities ............... --- s, 963) (15,498) (28) (21,489)
Effect of exchange rate changes on cash and .
cash eqUIVAIENLS .......cvvvviiiiiecceeccir e ren e -- (849) - -- (849)
Net increase (decrease) in cash and cash equivalents...... (668) (1,803) 532 (372) (2,31hH)
Cash and cash equivalents at beginning of period........... 668 3.753 1,142 372 5.935
Cash and cash equivalents at end of period........c............ $§ - 0§ 1950 3 1674 $ - § 3624

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS - PREDECESSOR COMPANY
'FISCAL YEAR ENDED DECEMBER 31, 2000

PCI PIONEER OTHER PIONEER
PCI CANADA AMERICAS _GUARANTORS CONSOLIDATED
Net cash flows from operating activities...........coooooeen..n. $ (923) $§ 2210 § 15.295 $ (3.445) $ 13.137
Cash flows from investing activities: ) .
Capital expenditures ...........cccooveemmriininieiiniescce e - (3.944) (14,753) -- (18,697)
Proceeds from disposal of assets . - -- 29 2,849 2.878
Net cash flows from investing activities ............... - (3.944) (14,724) 2,849 (15.819)
Cash flows from financing activities:
Net proceeds under revolving credit arrangements........ - 4,324 2,094 - 6,418
Repayments on long-term debt -- - 1,920y (€Y} (1,950)
ONET oot s 18 - - - 18
Net cash flows from ﬁnancmg activities................ 18 4,324 174 [€10)] 4,486
Effect of exchange rate changes on cash and
cash eqUIVAIENLS ...t - (1379 - -- (1.379
Net increase (decrease) in cash and cash equivalents...... (905) 1,211 745 (626) 425
Cash and cash equivalents at beginning of period............ 1,573 2.542 397 998 5,510
Cash and cash equivalents at end of period...........cccoceen. $§ 668 $§ 3753 § 1,142 § 3N $ 5935

14. Financial Instruments

Concentration of Credit Risk

Fair Value of Financial Instruments

69

Pursuant to the terms of certain debt instruments, there are prohibitions on the payment of dividends on the new common stock by
the Company. Pioneer’s ability to incur additional new indebtedness is restrlcted other than borrowing available under the Revolver.
See Note 12.

PCI did not receive dividends from its subsidiaries during the years ended December 31, 2002, 2001, and 2000.

Pioneer manufactures and sells its products to companies in diverse industries. Pioneer performs periodic credit evaluations of its
customers’ financial condition and generally does not require collateral. Pioneer’s sales are primarily to customers throughout the
United States and in eastern Canada. Credit losses relating to these customers have historically been immaterial.

In 2002, approximately 26% of Pioneer’s revenues was generated by sales of products for use in the pulp and paper industry. At
December 31, 2002, Pioneer had approximately $8.4 million of accounts receivable from pulp and paper customers.

In preparing disclosures about the fair value of financial instruments, Pioneer has assumed that the carrying amount approximates
fair value for cash and cash equivalents, receivables, short-term borrowings, accounts payable and certain accrued expenses because of
the short maturities of those instruments. The fair values of debt instruments are estimated based upon quoted market values (if




applicable), or based on debt with similar terms and remaining maturities. Considerable judgment is required in developing these
estimates and, accordingly, no assurance can be given that the estimated values presented herein are indicative of the amounts that
would be realized in a free market exchange. The fair value of the derivative positions was determined for Pioneer by a consultant,
using available market information and appropriate valuation methodologies that include current and forward pricing. Considerable
judgment, however, is necessary to interpret market data and develop the related estimates of fair value. Accordingly, the estimates for
the fair value of the derivative positions are not necessarily indicative of the amounts that could currently be realized upon disposition
of the derivative positions or the ultimate amount that would be paid or received when the positions are settled. The use of different
market assumptions and/or estimation methodologies would result in different fair values. Management believes that the market
information, methodologies and assumptions used to fair value the derivative positions produces a reasonable estimation of the fair
value of the derivative positions. :

At December 31, 2002, the fair market value of Pioneer’s debt instruments apprinmated the carrying value, with the exceptions of
the Senior Guaranteed Notes, the Senior Floating Notes, and the 10% Senior Secured Notes, which had book values of $45.4 million,
$4.6 million, and $150 million, respectively, and estimated fair values of $28.7 million, $2.9 million, and $105 million, respectively.

15. Geographic Information

Financial information relating to Pioneer by geographical area is as follows. Revenues are attributed to countries based on delivery
point. ‘

SUCCESSOR PREDECESSOR
COMPANY COMPANY
2002 - 2001 2000
REVENUES ' :
United States.. $ 237,336 $ 301,917 $ 302,105
Canada........... 78,704 80,941 99,086
Other.............. 870 624 1,717
Consolidated .. $ 316,910 $ 383,482 $ 402,908
SUCCESSOR COMPANY
2002 2001

LONG-LIVED ASSETS
United States ......ccoveeemenn.. $ 186,828 $ 242,833
Canada.....coooevvveveveninenennnn 206,622 216,789

No individual customer constituted 10% or more of the total revenues in 2000, 2001 or 2002.

16. Asset Impairment and Other Charges

Due to the continuation of the shutdown and uncertainty as to when Pioneer will restart the Tacoma chlor-alkali facility, Pioneer
reviewed the facility for impairment as of December 31, 2002. The impairment review showed that the book value of the Tacoma
assets exceeded the undiscounted sum of the expected future cash flows from those assets. The expected future cash flows were
calculated by taking a weighted average of the cash flow streams associated with various scenarios for the future use of the facility.
The cash flows and probability of occurrence of each scenario were determined using management’s best estimates based on current
available information. Pioneer then discounted the expected future cash flows using a risk free interest rate of 3.6% to determine the
fair value of the facility. Based on this analysis, Pioneer recognized a $16.9 million impairment of the Tacoma facility in December
2002.

In March 2002, Pioneer idled the Tacoma chlor-alkali plant due to poor market conditions. The idling of the Tacoma plant
resulted in the termination of 84 employees, all of whom were. terminated prior to June 30, 2002, and for whom $1.9 million of
severance expense was recorded during the quarter ended March 31, 2002. Substantially all of the accrued severance was paid out
during 2002. Additionally, the $2.6 million of asset impairment and other charges were recorded during 2002 was primarily
comprised of $0.7 million of exit costs related to idling the Tacoma plant, $0.4 million related to staff reductions at the Cornwall plant,
$0.6 million of executive severance and $0.5 million of legal expense related to Pioneer’s emergence from bankruptcy.

Of the $12.9 million of asset impairments and other charges recorded in 2001, $4.3 million represented professional fees related to
Pioneer’s financial reorganization incurred prior to the Chapter 11 filing on July 31, 2001, $3.8 million related to an asset impairment

charge relating to the Pioneer Technical Center (“PTC”), and $4.8 million was attributable to severance expense.

In March 2001, Pioneer announced a 50% curtailment in the capacity of its Tacoma plant due to an inability to obtain sufficient
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power at reasonable prices. The Tacoma curtailment resulted in the termination of 55 employees, for which $1.9 million of accrued
severance expense was recorded.in March 2001. Additionally, in connection with an organizational restructuring undertaken by
Pioneer, $1.6 million of severance expense was recorded in March 2001 relating to terminations of 19 employees at other locations, all
whom were terminated prior to June 30, 2001. Severance payments of approximately $3.0 million were made: durmg the year ended
December 31, 2001, resulting in accrued severance of $0.5 million at December 31, 2001.

In October 2001, Pioneer announced plans to shut down the PTC. This shutdown resulted in the termination of 23 employees, for
which $1.3 million of accrued severance was recorded in reorganization items as of December 31, 2001. During 2002, all of the
employees were terminated, and substantially all of the severance was paid. In December 2001, Pioneer performed an impairment
analysis, and determined that the PTC asset was impaired. As a result, Pioneer measured the asset at current fair market value, based
on sales prices for similar properties less estimated selling costs, and recorded an impairment loss of $3.8 million during 2001. The
sale of the PTC assets was completed in August 2002, and a $0.7 million gain was recorded in “other income and expense.”

In 2000, $0.9 million was recorded in asset impairment and other charges relating to the disposition of Kemwater’s alum coagulant
business at Antioch, California.

17. Interest Expense, Net -

Interest expense, net consisted of the following for the indicated periods:

SUCCESSOR PREDECESSOR
. COMPANY COMPANY
YEAR ENDED DECEMBER 31

' 2002 2001 2000
Interest expense.......... $ 18,955 - $ 36,077 $ 56,702
Interest income........... (64) (67) (374)

Interest expense, net... $ 18,891 $ 36.010 3 56.328

No interest was capitalized in 2002, 2001 or 2000.
18. Commitments and Contingencies

Letters of Credit

At December 31, 2002, Pioneer had letters of credit outstanding of approximately. $5.1 million. These letters of credit were issued
for the benefit of municipal customers under sales agreements securing delivery of products sold, state environmental agencies as
required for manufacturers in the states and holders of Pioneer’s tax- -exempt bonds. The letters of credit expire at various dates in 2003
through 2010. No amounts were drawn on the letters of credit at December 31, 2002.

Purchase Commitments

At December 31, 2002, Pioneer had commitments related to the purchase of electricity, which continued through the year 2017.
Required purchase quantities of commitments in excess of one year at December 31, 2002 are as follows:

‘ MWH
2003 RSO 291,316

2004 ..ooviiiiei s ' 291,316
2005 oo 291,316
2006 ... 291,316
2007 e s 121,956
Thereafter....cooovvviiuieeeririeeeeeeieieieeeee e, . 766,467

Total commitment quantities........ 2,053,687

As a result of the settlement with CRC discussed in Notes 3 and 24, which is effective January 1, 2003, Pioneer is no longer
obligated for the above purchase commitments.

During the years ended December 31, 2002, 2001 and 2000 all required purchase quantities under the above commitments were
consumed during normal operatlons
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Operating Leases

Pioneer leases certain manufacturing-and distribution facilities and equipment, computer equipment, and administrative offices
under non-cancelable leases. Minimum future rental payments on such leases with terms in excess of one year in effect at December
31, 2002 are as follows:

Lease expense charged to operations for the years ended December 31, 2002, 2001, and 2000 was approximately $16.8 million,
$18.4 million, and $20.2 million, respectively.

Litigation

Pioneer is party to various legal proceedings and potential claims arising in the ordinary course of its business. In the opinion of
management, Pioneer has adequate legal defenses and/or insurance coverage with respect to these matters and management does not
believe that they will materially affect Pioneer’s financial position or results of operations. See Notes 3 and 24 for information
concerning litigation related to Pioneer’s derivatives dispute with CRC.

19. Income Taxes

Income taxes are recorded pursuant to SFAS 109, “Accounting for Income Taxes,” under which deferred income taxes are
determined utilizing an asset and liability approach. This method gives consideration to the future tax consequences associated with
differences between the financial accounting basis and tax basis of the assets and liabilities, and the ultimate realization of any

" deferred tax asset resulting from such differences. Pioneer considers all foreign earnings as being permanently invested in that
country.

The components of income tax provision (benefit) are as follows:

SUCCESSOR
COMPANY PREDECESSOR COMPANY
2002 2001 2000
Current income tax benefit:
FOTEIZN ..ottt et $ - $ (13.,383) $ -
-- _(13,383) -
Deferred income tax provision (benefit):
U e ettt - -- 42,353
FOTRIZN . ...ivitieitieer ettt sttt e st eeae (781) 16,506 (2,686)
STATE ettt st sttt aeeebe e -- -- 1,364
Total income tax expense (benefit)...........c.coovrveecueunne. $  (781) | $ 3,123 $ 41,031
Current tax effect of extraordinary item (reduction of net
operating 10ss carryforward)..........cccoeveinniinencieee e -- 23,803 --
Valuation allOWEANCE .........ocoveeieciiece et ceeerea e -- (23,803) -
Deferred tax expense (1)................. et eaanes -- 8.739 --
Total tax expense (benefit) ........coccveevenreiinneiererseeeeiee s $ (781 $ 11.862 $ 41,031

(1) Reflects the deferred tax effect of the cancellation of debt income in Canada
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The reconciliation of income tax computed at the U.S. federal statutory tax rates to income tax expense (benefit) for the periods

presented is as follows:

'SUCCESSOR

‘ COMPANY PREDECESSOR COMPANY
! 2002 2001 2000
. o AMOUNT = PERCENT | AMOUNT .PERCENT AMOUNT PERCENT
Tax at U.S. statutory rates.........cooeeiens $ (1,938) (B35H% $ (93,943) (35%. $ .(22,586) (35)%
State and foreign income ’
taxes, net of federal tax : '
benefit.......cooceriivicnciccne (100) 2) 1,941 1 (6,068) [€))
Nondeductible fresh start adjustment.... - -- 10,544 4 -- --
Reorganization CoStS ........ccrvveereriarennn -- Lo 3,301 1 --
Amortization of non-deductible - -- o
200dWill.....ooooiiiiiec 2,756 1 1,850 3
Other 310 6 - 641 - - -
Valuation allowance .......... . 947 . 17 77.795 28 67.835 105
Total tax expense (benefit)............... $ J8h d4)% $ 3,123 _1% _$ 41031 _64%

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for

financial reporting purposes and the amounts used for income tax purposes. Significant components of deferred tax liabilities and
assets are as follows at December 31:

: 2002 2001
Deferred tax liabilities: o ‘
Property, plant and equipment...............c.c...... 8 (42,223) $ (27,112)
Other. oo . - (8,739)
"Total deferred tax liabilities.........cc.eeeven... (42.223) (35.851)
Deferred tax assets: :
FUutures CONLIactS .......cocvvveiivveieieeee e 32,290 41,009
s GOOAWIL.eieviieic e 13,374 - 13,653
Pension and other postretirement benefits...... 9,821 11,057
Environmental reServe........coooovvvveeeeveviviciianan. 1,589 3,835
Tax credit and other tax loss carryovers......... 7,011 4,087
OHET e e 4,002 ‘ 10,668
Net operating loss carryforward............. s 95920 71,598
, Total deferred tax assets..........cccovcvernnenn 164,007 - 155,907
Valuation allowance for deferred tax assets..... (141,618) (140.671)
" Net deferred tax assetS.....cooverevveeeerrererennn. . 22.389 15.236
Net deferred taXes.....coceevvviereeriicinencniveeennns $ (19.834) $ (20,615)

As of December 31, 2002, a valuation allowance for the full amount of the U.S net deferred tax assets was recorded due to
uncertainties as to whether Pioneer w111 realize the benefit of the deferred tax assets.

At December 31, 2002, Pioneer had net operatihg loss carryforwards (“NOLs”) of $259 million for U.S. federal income tax
purposes that will expire in varying amounts from 2009 to 2022, if not utilized. Approximately $59 million of NOLs, (the “Successor
Company NOLs”), was generated during 2002. The Successor Company NOLs will expire in 2022 and are not subject to limitation.
The remaining $200 million of NOLs (the “Predecessor. Company NOLs”) was generated prior to the Company’s emergence from
bankruptcy on December 31, 2001. As a result of the emergence from bankruptcy and certain changes in the ownership of Pioneer,

the utilization of the Predecessor Company NOLs is sub_]ect to limitation under the Internal Revenue Code and may be substantrally
and permanently restricted.

The income tax 'benveﬁt, if any, resulting from an‘y‘fdture realization of the Predecessor Company NOLs will be credited to
additional paid-in capital. In 2002, Pioneer recorded a credit of $0.5 million to additional paid-in capital in connection with a refund
relating to the carryback of Predecessor NOLs.

At December 31, 2002, Pioneer also had various tax credits and other tax loss carryforwards of approximately $7 million which
includes primarily $4 million of Canadian capital loss and other loss carryforwards with no expiration, and $2.8 million in Canadian
and U.S. tax credits with varying explratron periods from 2003 to 2011.
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20. Other Long-Term Liabilities -- Environmental

Pioneer’s operations are subject to extensive environmental laws and regulations related to protection of the environment,
including those applicable to waste management, discharge of materials into the air and water, clean-up liability from historical waste
disposal practices, and employee health and safety. Pioneer is currently addressing soil and/or groundwater contamination at several
sites through assessment, monitoring and remediation programs with oversight by the applicable state agency. In some cases, Pioneer
is conducting this work under administrative orders. Pioneer could be required to incur additional costs to construct and operate
remediation systems in the future. Pioneer believes that it is in substantial compliance with existing government regulations.

¢

Pioneer’s Henderson facility is located within what is known as the Black Mountain Industrial Park. Soil and groundwater
contamination have been identified within and adjoining the Black Mountain Industrial Park, including land owned by Pioneer. A
groundwater treatment system was installed at the facility and, pursuant to a consent agreement with the Nevada Division of
Environmental Protection, studies are being conducted to further evaluate soil and groundwater contamination at the facility and other
properties within the Black Mountain Indusmal Park and to determine whether additional remedlatlon will be necessary with respect
to Pioneer’s property.

In connection with the 1988 acquisition of the St. Gabriel and Henderson facilities, the sellers agreed to indemnify Pioneer with
respect to, among other things, certain environmental liabilities associated with historical operations at the Henderson site. ZENECA
Delaware Holdings, Inc. and ZENECA Inc., (collectively the “ZENECA Companies”) have assumed the indemnity obligations, which
benefit Pioneer. In general, the ZENECA Companies agreed to indemnify Pioneer for environmental costs which arise from or relate
to pre-closing actions which involved disposal, discharge, or release of materials resulting from the former agricultural chemical and
other non-chlor-alkali manufacturing operations at the Henderson facility. The ZENECA Companies are also responsible for costs
arising out of the pre-closing actions at the Black Mountain Industrial Park: Under the ZENECA Indemnity, Pioneer may only recover
indemnified amounts for environmental work to the: extent that such work is required to comply with environmental laws or is
reasonably required to prevent an interruption in the product1on of chlor-alkali products. Pioneer is responsible for environmental
costs relating to the chlor-alkali manufacturing operations at the Henderson facility, both pre- and post-acquisition, for certain actions
taken without the ZENECA Companies’ consent and for certain operation and maintenance costs of the groundwater treatment system
at the facility. ‘

Payments for environmental liabilities under the ZENECA Indemnity, together with other non-environmental liabilities for which
the ZENECA Companies agreed to indemnify Pioneer, cannot exceed approximately $65 million. To date Pioneer has been
reimbursed for approximately $12 million of costs covered by the ZENECA Indemnity, but the ZENECA Companies may have
directly incurred additional costs that would further reduce the total amount remaining under the ZENECA Indemnity. In 1994,
Pioneer recorded a $3.2 million environmental reserve related to pre-closing actions at sites that are the responsibility of the ZENECA
Companies. At the same time a receivable was recorded from the ZENECA Companies for the same amount. It is Pioneer’s policy to
record such amounts when a liability can be reasonably estimated. In 2000, based on the results of a third-party environmental
analysis, the $3.2 million environmental reserve and receivable were adjusted to the discounted future cash flows for estimated
environmental remediation, which was $2 million. In the course of evaluating future cash flows upon emerging from bankruptcy, it
was determined that the timing of future cash flows for environmental work was uncertain and that those cash flows no longer qualify
for discounting under generally accepted accounting standards. As a result, Pioneer no longer discounts the environmental liabilities
and relatéd receivables, which are now recorded at their undiscounted amounts of $3.2 million at December 31, 2002.

The ZENECA Indemmt} contlnues to cover claims after the ‘April 20, 1999 expiration of the term of the indemnity to the extent
that, prior to the expiration of the indemnity, proper notice to the ZENECA Compames was given and either the ZENECA Companies
have assumed control of such claims or we were contesting the legal requirements that gave rise to such claims, or had commenced
removal, remedial or maintenance work with respect to such claims, or commenced an investigation which resulted in the
commencement of such work within ninety days. Management believes proper notice was provided to the ZENECA Companies with
respect to outstanding claims under the ZENECA Indemnity, but the amount of such claims has not yet been determined given the
ongoing nature of the environmental work at Henderson. Pioneer believes that the ZENECA Companies will continue to honor their
obligations under the ZENECA Indemnity for claims properly presented. It is possible, however, that dispﬁtes could arise between the
parties concerning the effect of contractual language and that Pioneer would have to subject claims for cleanup expenses, which could
be substantial, to the contractually-established arbitration process.

In connection with the 1995 transaction pursu'ant.to which all of the outstanding commori stock and other equity interests of a

predecessor of Pioneer Americas was acquired from the holders of those interests (the “Sellers”), the Sellers agreed to indemnify
Pioneer and its affiliates for certain environmental remediation obligations, arising prior to the closing date from or relating to certain
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plant sites or arising before or after the closing date with respect to certain environmental liabilities relating to certain properties and
interests held by. Pioneer for the benefit of the Sellers (the “Contingent Payment Properties™). Amounts payable in respect of such
liabilities would generally be payable as follows: (i) out of specified reserves established on the predecessor’s balance sheet at
December 31, 1994; (ii) either by offset against the amounts. payable under the $11.5 million in notes payable to the Sellers, or from
amounts held in an account (the “Contingent Payment Account”) established for the deposit of proceeds from the Contingent Payment
Properties; and (iii) in certain circumstances and subject to specified limitations, out of the personal assets of the Sellers. To the extent
that liabilities exceeded proceeds from the Contingent Payment Properties, Pioneer would be limited, for a ten-year period, principally
to rights of offset against the Sellers’ notes to cover such liabilities. ‘

In 1999 disputes arose between Pioneer and the Sellers as to the proper scope of the indemnity. During June 2000, Pioneer effected
an agreement with the Sellers, pursuant to which Pioneer, in exchange for cash and other consideration, relieved the Sellers from their
environmental indemnity obligations and agreed to transfer to the Sellers the record title to the Contingent Payment Properties and the
$0.8 million remaining cash balance in the Contingent Payment Account that Pioneer determined to be in excess of anticipated
environmental liability. The cash balance in the Contingent Payment Account at the time of this transaction was $6.1 rmlhon This
cash balance was not previously reflected on the balance sheet since a right of setoff existed.

A third-party environmental analysis that was performed on all of the sites subject to the indemnity provided the basis for the
anticipated environmental liability. Pioneer then adjusted the remediation reserve on its balance sheet to the discounted future cash
flows for estimated environmental remediation. As a result of the above transaction.and the new environmental analysis, a pre-tax gain
of $1.8 million was reported during the second quarter of 2000, which was reflected as a reduction of cost of sales. As indicated
above, Pioneer is no longer discounting the environmental- liabilities and related recervables which are now recorded at their
undiscounted amounts of $11.6 million at December 31, 2002. '

Pioneer acquired the chlor-alkali facility in Tacoma from OCC Tacoma, Inc. (“OCC Tacoma”), a subsidiary of OxyChem, in June
1997. In connection with the acquisition, OCC Tacoma agreed to indemnify Pioneer with respect to certain environmental matters,
which indemnity is guaranteed by OxyChem. In general, Pioneer will be indemnified against damages incurred for remediation of
certain environmental conditions, for certain environmental violations caused by pre-closing operations at the site and for certain
common law claims. The conditions subject to the indemnity are sites at which hazardous materials have been released prior to closing
as a result of pre-closing operations at the site. In addition, OCC Tacoma will indemnify Pioneer for certain costs relating to releases
of hazardous materials from pre-closing operations at the site into the Hylebos Waterway, site groundwater containing certain volatile
organic compounds that must be remediated under an RCRA permit, and historical disposal areas on the embankment adjacent to the
site for maximum peériods of 24 or 30 years from the June 1997 acquisition date, depending upon the particular condition, after which
Pioneer will have full responsibility for any remaining liabilities with respect to such conditions. OCC Tacoma may obtain an early
expiration date for certain conditions by obtaining a discharge of liability or an approval letter from a governmental authority. At this
time we cannot determine if the present anticipated remediation work will be completed prior to the expiration of the indemnity, or if
additional remedial requirements will be imposed thereafter. :

OCC Tacoma will also indemnify Pioneer against certain other environmental conditions and environmental violations caused by
pre-closing operations that are identified after the closing. Environmental conditions that are subject to formal agency action before
June 2002 or to an administrative or.court order before.June 2007, and environmental violations that are subject to an administrative or
court order before June.2002, will be covered by the indemnity up to certain dollar amounts and time limits. Pioneer will indemnify
OCC Tacoma for environmental conditions and environmental violations identified after the closing if (i) an order or agency action is
not imposed within the relevant time. frames or (ii) applicable explratron dates or dollar limits are- reached As: of December 31, 2002,
no orders or agency actions.had been 1mposed

The EPA has advised OCC Tacoma and Pioneer that Pioneer has been named as a “potentially responsible party” in connection
with the remediation of the Hylebos Waterway in Tacoma, by virtue of its current ownership of the Tacoma site. The state Department.
of Ecology notified OCC Tacoma and Pioneér of its concern regarding high pH groundwater in the Hylebos Waterway embankment
area and has requested additional studies. OCC Tacoma has acknowledged its obligation to indemnify Pioneer against liability with
respect to the remediation activities, subject to the limitations included in the indemnity agreement. Pioneer has reviewed the time
frames currently estimated for remediation of the known environmental conditions associated with the plant and adjacent areas,
including the Hylebos Waterway, and presently believe that it will have no material liability upon the termination of OCC Tacoma’s
indemnity. However, the OCC Tacoma indemnity is subject to limitations as to dollar amount and duration, as well as certain other
conditions, and there can be no assurance that such indemnity will be adequate to protect Pioneer, that remediation will proceed on the
present schedule, that it will involve the presently anticipated remedial methods, or that unanticipated conditions will not be identified.
If these or other changes occur, Pioneer could incur a material liability for which it is not insured or indemnified.
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In.connection with the acquisition of-the assets of PCI Canada in 1997, Imperial Chemical Industrials PLC (“ICI”) and certain of
its affiliates.(together the “ICL Indemnitors”) agreed to indemnify Pioneer for certain liabilities associated with environmental matters
arising from pre-closing operations of the Canadian facilities. In particular, the ICI Indemnitors have retained unlimited responsibility
for environmental -liabilities associated with the Cornwall site, liabilities arising out of the discharge of contaminants into rivers and
marine sediments and liabilities arising out of off-site disposal sites. The ICI Indemnitors are also subject to a general environmental
indemnity for other pre-closing environmental matters. This general indemnity will terminate on October 31, 2007, and is subject to a
limit of $25 million (Cdn). Pioneer may not recover under the environmental indemnity until it has incurred cumulative costs of $1
million (Cdn), at which point Pioneer may recover costs in excess of $1 rmlhon (Cdn}. As of December 31, 2002, we had incurred no
cumulative costs towards the $25 million (Cdn) 1ndemn1ty o

With respect to the Becancour and Dalhousie facilities, the ICI Indemnitors will be responsible under the general environmental
indemnity for 100% of the costs incurred in the first five years-after October 31, 1997 and for a decreasing percentage of such costs
incurred in the following five years. Thereafter, Pioneer-will be responsible for environmental liabilities at such facilities (other than
liabilities arising out of the discharge of contaminants into rivers and marine sediments and liabilities arising out of off-site disposal
sites). Pioneer will indemnify ICI for environmental liabilities arising out of post-closing operatlons and for liabilities arising out of
pre-closing operations for which Pioneer is not indemnified by the ICI Indemmtors

In March 2003 we 1n1t1ated arbitratlon proceedmgs to. resolve a dispute with ICI regarding the applicability of certain of ICI’s
covenants with respect to approximately $1.3 million of equipment modification costs that we incurred to achieve compliance with air
emissions standards at the Becancour facility. Pioneer believes that the indemnity provided by ICI will be adequate to address the
known environmental liabilities at the acquired facilities, and that residual liabilities, if any, incurred by Pioneer will not be material.

‘The imposition of more stringent standards or requirements under environmental laws or regulations, new developments or
changes respecting site cleanup costs, or a determination that Pioneer is potentially responsible for the release of hazardous substances
at other sites could result in expenditures in excess of amounts currently estimated by Pioneer to be required for such matters. Further,
there can be no assurance that additional environmental matters will not arise in the future. ‘

21. Related Party Transactions.

Prior to June 2000, Pioneer, through its-predecessor subsidiary Pioneer Americas, Inc., was the record owner of approximately
32% of the common stock of BMI. In addition, until December 31, 2001, the chairman of BMI owned more than 5% of Pioneer’s
Class A Common Stock. Pioneer is a party to an agreement with BMI for the delivery of Pioneer’s water to the Henderson production
facility. The agreement provides for the delivery of a minimum of eight million gallons of water per day. The agreement expires on
December 31, 2014, unless terminated earlier in accordance with the provisions of the agreement. In addition, BMI owns the power
facilities which transmit electricity to the Henderson facility. For the years ended December 31, 2001 and 2000, for its services BMI
charged operating expenses to Pioneer of approximately $1.6 million, and $1.5 million, respectively. Amounts due to BMI at
December 31,2001 totaled $0.7'million. BMI was not considered to be a related party during 2002.

During 1999, Pioneer entered into arrangements with an affiliate of Strategic Distribution, Inc. (“Strategic”) pursuant to which
Strategic’s affiliate provided procurement,:handling and data management of maintenance, repair and operating supplies at Pioneer’s
facilities in -Henderson, Nevada:and St. Gabriel, Louisiana. During 2001, this arrangement was discontinued. William R. Berkley,
Chairman of the Board of Pioneer prior to Pioneer’s emergence from bankruptcy, owns approximately. 23% of Strategic’s common
stock, and serves as chairman of the board of directors of Strategic. Andrew R. Bursky and.Jack Nusbaum, directors of Pioneer prior
to Pioneer’s emergence from bankruptcy, are directors of Strategic. For the years ending December 31, 2001 and 2000, for materials
and its services, Strategic charged operating expenses-to Pioneer of approximately $3.6 million and $4.6 million, respectively. Of the
$3.6 million charged during 2001, .$1.0 rmlhon was dlscharged in bankruptcy No amounts remamed payable to Strategic at
December 31, 2002 or 2001 . : o

22, Recent Accounting: Pronouncements

In August 2001, the. FASB issued SFAS 143, “Accountmg for Asset Retirement Obhgatlons ” SFAS 143, which must be applied -
to fiscal years beginning after June 15, 2002, addresses the financial accounting and reporting for obligations associated with the
retirement of tangible long-lived assets and the assocxated asset retirement costs. -Pioneer is currently evaluating the impact of
adoptmg FAS 143. : - - : C
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In October 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS 144
amends existing accounting guidance on asset impairment and provides a single accounting mode] for long-lived assets to be disposed
of. Among other provisions, the new rules change the criteria for classifying an asset as held-for-sale. The standard also broadens the
scope of businesses to be disposed of that qualify for reporting as discontinued operations, and changes the timing of recognizing
losses on such operations. Pioneer adopted SFAS 144 effective December 31, 2001, and the adoption has not had a material effect on
Pioneer’s results of operations or financial condition.

In April 2002, the FASB issued SFAS 145, “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement
No. 13, and Technical Corrections.” SFAS 145 amended SFAS 13, “Accounting for Leases,” to require sale-leaseback accounting for
certain lease modifications that have economic effects that are similar to sale-leaseback transactions. SFAS No. 145 also rescinds
SFAS No. 4, “Reporting Gains and Losses from Extinguishment of Debt.” Accordingly, gains or losses on the extinguishment of debt
shall not be reported as extraordinary items unless the extinguishment qualifies as an extraordinary item under the criteria of
Accounting Principles Board (“APB) Opinion 30, “Reporting the Results of Operations — Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions.” Gains or losses from
extinguishments of debt that do not meet the criteria of APB No. 30 should be reclassified to income from continuing operations in all
prior periods presented. The provisions of this statement relating to the rescission of SFAS 4 are effective for fiscal years beginning
after May 15, 2002; the provisions of this statement relating to the amendment of SFAS 13 are effective for transactions occurring
after May 15,.2002; and all other provisions of this statement are effective for financial statements issued on or after May 15, 2002.
Pioneer adopted SFAS No. 145 effective January 1, 2003 and Wlll recla351fy gams on early extinguishments of debt and related taxes
previously recorded as an extraordinary item.

In July 2002, the FASB issued SFAS 146, “Accounting for Costs Associated with Exit or Disposal Activities,” which is effective
for fiscal years beginning after December 31, 2002. SFAS 146 requires that the liability for costs associated with exit or disposal
activities be recognized when incurred, rather than at the date of a commitment to an exit or disposal plan. As required, Pioneer will
apply SFAS 146 prospectively to exit or disposal activities initiated after December 31, 2002.

23. Selected Quartérly Financial Data (Unaudited)

FIRST . SECOND ~ THIRD FOURTH
QUARTER QUARTER QUARTER QUARTER

Successor Company:
Year.ended December 31, 2002

REVENUES ..oovvivviceieeece e $ 71,796 $ 74244 $ 86,579 $§ 84,291
Gross profit (1088)......oceeevevevervrnrccnnen 4,598 (3,453) 22,924 8,561
Operating income (1088) ......ovvveeeennne, 13,868 (3,995) 6,290 (4,497)
Income (loss) before income taxes .... 9,131 (9,378) 3,929 (9,220)
Netincome (10SS) cveevvviriviieiieireenrennnn, 9,863 {6,655) 3,273 {11,238)

Per share data -
Basic and diluted net income (loss)..  $ 099 $ (067) $ 033 $  (1.12)
Predecessor Company:
Year ended December 31, 2001

ReVENUES ....covveivii i $ 101,373  $103,272 $ 93,303 § 85,534
G108s Profit ..o, 10,612 12,966 13,429 . 8,139
Operating 10SS.......cocooeeeiiveiiniienene (4,232) (29,174) (62,408) (24,341)
Loss before income taxes and

extraordinary em ..o < {18,592) (44,295) (69,068) (136,459)
Net loss before extraordinary item..... (20,130) (44,932) (71,880) (134,595)
Net income (1088) ..ovveviriicvveeierieervenne. - (20,130) (44,932) (71,880) 279,717

Per share data -
‘Basic and diluted net loss '
Before extraordinary item ............... $ (474 $ (38% § (623 3 (1167

No cash dividends were declared or paid by Pioneer in 2002, 2001, or 2000.
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24. Subsequent Events

Pioneer has entered into a settlement of the dispute with CRC, the conditions of which were completed on March 3, 2003. As a
result of the settlement, which is effective as of January 1, 2003, Pioneer has been released from all claims for liability with respect to
all of the derivative positions, and all litigation between Pioneer and CRC will be dismissed.

Pioneer has entered into a new supply agreement under the terms of which CRC will provide power to meet the majority of the
Henderson plant’s needs at a market index rate. . The new power supply agreement will have a term extending to December 31, 2006,
although Pioneer and CRC may agree to extend the term. - The market rate is expected to be higher than the rates under the long-term
hydropower contracts that were assumed by the Southern Nevada Water Authority as part of the settlement.

As the result of the settlement of derivative disputes with CRC (as discussed in Note 3), Pioneer expects to record a net gain of
approximately $66 million in the first quarter of 2003. ' Due to the assignment of Pioneer’s long-term hydropower contracts to the
Southern Nevada Water Authority and the resulting higher energy prices under the new supply agreement effective in 2003, Pioneer
expects to record an approximate $41 million impairment of the Henderson facility as the result of a decrease in the estimated future
cash flow from the expected increase in power costs. See Note 2 for the net impact of the foregoing event.

SCHEDULE I

PIONEER COMPANIES, INC.

VALUATION AND QUALIFYING ACCOUNTS

BALANCE AT CHARGED TO : BALANCE AT
BEGINNING COSTS AND END OF
DESCRIPTION OF PERIOD EXPENSE = _ DEDUCTIONS PERIOD

Successor Company:
Year Ended December 31, 2002:
Allowance for doubtful accounts ..... $ 2,406 $@48)B) § 221)A) $1,337
Predecessor Company: :
Year Ended December 31, 2001:
Allowance for doubtful accounts ..... 1,392 2,848 (1,834)(A) 2,406

(A) Uncollectible accounts written off, net of recoveries.

(B) Allowance for doubtful accounts was reduced in 2002 based on revised estimates.
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